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TONY KNOWLES, GOVERNOR

DEPARTMENT OF ADMINISTRATION P.O. BOX 110200

JUNEAU, ALASKA 959811-0200

PHONE: {907)465-2200
OFFICE OF THE COMMISSIONER - FAX: {507)465-2135

December 16, 1994

The Honorable Tony Knowles, Governor
Members of the Alaska State Legislature
Public Employees' Retirement Board
Teachers' Retirement Board

Alaska State Pension Investment Board
Employers and Members of the Systems

it is my pleasure to submit the Comprehensive Annual Financial Report of the Alaska
Public Employees' Retirement System (PERS) and Teachers' Retirement System (TRS),
each A Component Unit of the State of Alaska.

This report shows the financial condition of both the PERS and TRS funds as of June 30,
1994. It has been prepared on the basis of standards set forth by the Govemmental
Accounting Standards Board and Financial Accounting Standards Board and is submitted
in accordance with the requirements of Alaska Statutes 39.35.020(5) (PERS) and
14.25.030(4) (TRS).

Sincerely,

Dugan Petty

Acting Commissioner
DP/dkk
19/6/GOVLTR.PM5
Enclosure

Alaska Public Employess’ and Teachers' Rstiramant Systems &
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TONY KNOWLES, GOVERNOR

g PO BOX 110203
JUNEAU, AK 8898711-0203

PHONE:  (907) 465-4460
FAX: (907) 465-3086

DEPARTMENT OF ADMINISTRATION TOD:  (907)465-2805

O 701 EASTTUDOR RD, SUITE 240
ANCHORAGE, AK $9503-7445
PHONE:  {907) 563-5085
DIVISION OF RETIREMENT ANLD BENEFITS FAX: (007} 5ET-6048

December 16, 1994

Acting Commissioner Dugan Petty
Department of Administration

P. O. Box 110200

Juneau, AK 99811-0200

Deaar Acting Commissioner Petty:

| am pleased to present the Comprehensive Annual Financial Report of the Public Employeas’ and
Teachers’ Retirement Systems (Systems), each A Component Unit of the State of Alaska, for the fiscal year
ended June 30, 1994, Alaska statutes require the publication of this report, showing the financial condition
of the Systems, within six months of the close of the fiscal year.

Responsibility for both the accuracy of the data, and the completeness and fairness of the presentation,
including all disclosures, rests with the management ofthe Systems. To the bast of my knowledge and belief,
the enclosed data is accurate in all material respects and is reported in a manner that presents fairly the
financial position and results of operations of the Systemns. All disclosures necessary to enable the reader
to gain an understanding of the Systems’ activities have been included.

Although both the Public Employees' Retirement System (PERS) and Teachers' Retirement System (TRS)
are presented in this report and share a common administration, they are two separate entities forlegal and
financial reporting purposes. Therefore, the report is separated into two parts, one for PERS and the other
for TRS, with a common Introductory section. Each part contains a Financial section, an Actuarial section,
an Investment section, a Statistical section and a Plan Summary section for ong of the systems.

The Introductory section includes this transmittai letter, along with information about the administrative
organization and consulting services used by the Systems. Each Flnanclal section contains the
independent auditors’ report, the financial statements of the System and the required supplementary
financial information. The Actuarial sections present the results of the latest actuarial valuations. Each
Investment section provides a review of investment activity for the fiscal year. The Statistlcal sections
display statistical tables and graphs of significant data pertaining to each System. APlan Summary section
is also included for each System’s plan statement.

Alaska Public Employeses' and Teachers' Retirement Systems *» 3
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Number of Participating
Employers 155 152 150 61 61 62

Number of Active
Members 31,364 30,972 30,721 9,489 9,459 9,238

MNumber of Retired
Members 9,643 9,103 8,704 4,134 3.891 3,602

Average Annual Retirement
Benefit $12,864 $12,564 $12,900 $24,336 $23,712  $24,000

Average Annual Retiree Medical
Premium $3,848 $3,137 $2,723  $3,848 $3,137 $2,723

The Alaska State Legislature established the TRS, a cost sharing multiple employer defined benefit
retirement systam, on July 1, 1955, and the PERS, an agent multiple employer defined benefit retirement
system, on January 1, 1961 to attract and retain qualified people into public service employment. The
Systems currently provide service, disability, and survivor retirement benefits, as well as a health and life
plan.

ECONOMIC CONDITION AND OUTLOQK

After three years of moderate recovery, the U.S. economy surprised Wall Street experts with a second
quarter surge of 6.4% in the Gross Domastic Product (GDP) growth rate. The economy averaged 4% for
the year despite a harsh winter and natural disasters that disrupted the economic performance in impartant
regions of the country.

The job picture also improved during fiscal year 1994. An average of over 200,000 new jobs each month
helped lower the nation’s unemployment rate from 6.7% 1o 6.0% at the end af the fiscal year.

During the fiscal year, Federal Reserve Chairman Alan Greenspan continued 1o stress the need to end the
accommadative monetary policy. Greenspan cited the Federal Reserve Bank’s mandate to maintain price
stability and reaffirmed the importance of taming inflation while it was still manageable. During the year,
officials at the Federal Reserve Bank noticed the persistent strength of the economy and its diminishing
spare capacity. They believed sustained GDP growth above 2.5% could generate price pressures. Officlals
atthe Federal Reserve Bank considered the 4% average GDP growth rate in fiscal year 1994 as a catalyst
for future inflation. Historical inflation indicators like Producer Price Index (PP1) and Consumer Price Index
{CPI) are not reliable predictors of future inflation. Instead, the Federal Reserve Bank relies on torward
Jooking inflation indicators. Chairman Greenspan continued to stress the importance of these indicators in
formulating the Federal Reserve’s monetary policy.

In his February Humphrey-Hawkins testimony before the U.S. Congress, Chairman Greenspan explained
that commodity prices and especially the price of gold are key indicators for future inflation expectations.
During the year, the Knight Ridder Commodity Research Board index jumped from 210 to 230, an increase
of 9.5%, reflecting a heightened concern about future inflation. Additionally, the price of gold shot up from
the $360 per ounce level and closed out the year at $393 per ounce.

% Alaska Public Employess' and Teachers’ Retirement Systems
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The economy closed out the year with two pressing questions. The firstone was “Will the sconomy continue
its strong growth in fiscal year 1995?” The second question was “Will inflation surge in fiscal year 19957”
Most economists predicted the economy would maintain the momentum and achieve some additional
growth during the first half of fiscal year 1995,

MAJOR INITIATIVES AND ACCOMPLISHMENTS

It has been a year of challenges for the Systems. One of the greatest challenges has bessen devoting
substantial effort to the implementation of the new Combined Retirement Systems' (CRS) automated data
processing system white, at the same time, providing our employee and employer members with the most
effective and efficient services possible.

Considerable progress was made on the CRS project during FY94. We are well into the testing phase, with
a scheduled implementation date of September 1995 for the active modules and January 1996 for the retiree
modules. This system will consolidate data from three existing data processing systems, ane of which has
besen in operation for over twenty years, and several PC and manual subsystems. It will enhance the
services we provide to our membership, as well as minimize the impact of continuing increases in system
membership.

The Systems continue to be committed to providing a wide range of services to the employee and employer
members, despite the difficulties inherent in communicating with a membership spread over an area one-
fifth the size of the contiguous United States. Retirement specialists made 25 counseling trips contacting
114 empioyers and counseling approximately 2,500 members. Most counseling trips are by plane rather
than by car since the majority of communities in Alaska are not connected by a road system. In addition,
over 51,000 calls were received and approximately 8,500 members weare counseled by walking into our two
offices.

Due to a 3.7% increase in the Anchorage CPI, 9,752 members received a Post Retirement Pension
Adjustment (PRPA) cost of living increase on July 1, 1993,

FINANCIAL INFORMATION

Management of the Systems is responsible for establishing and maintaining an internal control structure
designed to ensure that the assets of the Systems are protected from loss, theft, or misuse and to ensure
that adequate accounting data is compiled to allow for the preparation of financial statements in conformity
with generally accepted accounting principles. The internal control structure is designed to provide
reasonable, but not absolute, assurance that these objectives are met. The concept of reascnable
assurance recognizes that: (1} the cost of a control should not exceed the benelits likely to be derived; and
(2} the valuation of costs and benefits requires estimates and judgments by management.

Fund Balances

The market value of net assets available for benefits for FY 84 and FY 93 for both Systems are shown for
camparative purposas,

Public Employees' Retirement System $4,177.0 4,007.9 169.1 4.2%

Teachers' Retirement System 2,351.7 2,308.5 452 2.0

Alaska Public Employees’ and Teachers' Retirement Systems L
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Revenues

The revenues needed to finance retirement and other member benefits are accumulated through the
collection of employer and employee contributions and through earnings on investments. These income
sources for the years ended June 30, 1984, and 1993 are shown as follows:

Empiloyee Contributions $ 825 819 6 07% $47.9 465 1.4 3.0%
Employer Contributions 153.3 1413 120 35 60.5 581 2.4 4.1
Investment and

Cther Income 112.1 493.3 (381.2) (77.3) 63.2 283.6 (220.4) (77.7)
Total Revenues $347.9 7165 (368.6) (51.4)% $171.6 388.2 (216.6) (65.8)%
Expenses

The primary expense of a retirement system is the payment of benefits. The total expenses are comprised
of these recurring benefit payments, along with refunds of contributions to terminated employees and the
cost of administering the Systems. The expenses for the years 1994 and 1993 are reflected below:

Benefits $157.9 1419 16.0 11.3% $1165 1048 117 11.2%

Refunds g6 115 (1.9) (186.5) 2.2 2.5 (.3) (12.0)

Administration 11.3 9.3 20 215 7.7 6.4 1.3 20.3

Total Expenses ' $178.8 162.7 16.1 9.9% $126.4 113.7 127 11.2%
FUNDING

The overall objective in the funding of any retirement system is to accumulate sufficient funds to pay current
and future benefit payments. The higher the tevel of funding, the larger the accumulation of assets and the
greater the investment income potential. Also, a high level of funding gives the members a greater degree
of assurance that pension benefits are secure.

A common measure of the strength of a pension system is to express the assels as a percentage of total
liabilities, known as the funding ratio. Actuarial valuations to determine the current funding ratios and
calculate future funding requirements for both Systems are performed every year. The latestvaluatiocns were
conducted as of June 30, 1993. The fundingratios, as of that date, were 95.4% for PERS and 93.1% for TRS.
This is an increase of 4.2% and 3.4% respectively. These funding ratios are considered te be very good,
particularly since medical premiums are prefunded and as such, are included in the accrued liabilities, which
is unusual far state retiremant systems.

+ Afaska Public Employees’ and Teachers' Retiremsnt Systems
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Although the historical level of funding for the Systems is very good, constant effort continues to be directed
at improving funding levels, thereby assuring the members of financially sound retirement systems.

INVESTMENTS

The total market value of the Systems’ assets was over $6.5 billion at the end of the fiscal year. The asset
allocation of the Systems is 39% in domestic equity, 9% in international equity, 49% in fixed income, and
3% in real estate.

The Systems returned an average of 2.7% during the fiscal year. The annualized return for three and five
years was 9.35% and 9.05%, respectively.

Assetallocationis reviewed enan annualbasis. This rigorous review Is done to ensure that expectad returns
are achieved within accepted risk tolerance levels. The analysis of asset allocation for fiscal year 1994
indicated that no significant changes were necessary.

OTHER INFORMATION
Independent Audit

Annual audits of the Systems were completed by the independent accounting firm of KPMG Peat Marwick.
The audits were cohducted in accordance with generally accepted auditing standards. The auditor's opinion
was unqualified for both Systems for the year ended June 30, 1994,

Awards

The Government Finance Officers Association (GFOA) awarded a Certificate of Achievement for Excel-
lence in Financial Reporting to the PERS and TRS for their comprehensive annual financial report for the
year ended June 30, 1993. The Cenrlificate of Achisvement is a prestigious national award recognizing
conformance with the higheststandards for preparation of state andlocal governmentfinancial reports. This
was the first time the Systems had applied for the award.

In order to be awarded a Certificate of Achisvement, the Systems must publish an easily readable and
efficiently organized comprehensive annual financial report. This report satisfied both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievementis valid for a period of one year only. We believe that our currentcomprehensive
annual financial report continues to meet the Certificate of Achievement Program’s requirements and we
are submitting it to the GFOA to determine its eligibility for another certificate.

Acknowledgments
The preparation of this report could nothave besn accomplished without the sfficient and dedicated services
of the entire staff. Itis intended to provide comprehensive and reliable information as a basis for making

management decisions, as a means of determining compliance with legat provisions, and as a means for
determining responsible stewardship for the assets contributed by the members and their employers.
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The reportis being mailed to all employer members of the Systems. They form the linkbetween the Systems
and the membership. Their cooperation contributes significantly to the success of the Systems. Hopefully,
the employers and their employees will find this report both informative and helpful.

I would like to take this opportunity to express my appreciation to the Boards, the staffand to the many people

who have worked so diligently to assure the successful operation and financial soundness of the Systems.

Respectiully submitted,

fiodnd ! ST busden

Robert F. Stalnaker
Director

RFS/sb
19/6/AF R94/AFR941tr.pm5
Enclosure
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Certificate of

Achievement

for Excellence
in Financial
Reporting

Presented to

Alaska Public Employees’
Retirement System/Teachers’
Retirement System

For its Comprehensive Annual
Financial Report
for the Fiscal Year Ended
June 30, 1993

A Certificate of Achievement for Excellence in Financial
Reporting is presented by the Government Finance Oificers
Association of the United States and Canada to
government units and public employee retirement
systems whose comprehensive annual financial
reports (CAFRs) achieve the highest
standards in government accounting
and financial reporting.
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President
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Executive Director
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Financial Section

Peat Marwick LLP

601 West Fifth Avenue
Suite 700
Anchorage, AK 99501-2258

Independent Auditors’ Report

Division of Retirement and Benefits and
Members of the Alaska Public Employees’ Retirement Board
State of Alaska Public Employees’ Retirement System:

We have audited the accompanying statemenits of net assets available for plan benefits of the
State of Alaska Public Employees’ Retirement System (Plan), A Component Unit of the State
of Alaska, as of June 30, 1994 and 1993, and the related statements of changes in net assets
available for plan benefits for the years then ended. These financial statements are the
responsibility of the Plan’s management. Our responsibility is to express an opinion on these
financial statements based on our audits. .

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We bslisve that our audits provide a reasonable basis for our opinion.

tnvour opinion, the financial statements referred to above presentfairly, in all material respects,
the net assets available for plan benefits of the State of Alaska Public Employees’ Retirement
System, A Companent Unit of the State of Alaska, as of June 30, 1994 and 1993, and the
changes in net assets available for plan benefits for the years then ended in conformity with
generally accepted accounting principles.

Our audits were made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information inciuded in Schedules 1 through 4 is
prasented for purposes of additional analysis and is not a required part of the basic financial
statements. Such information has besh subjectaed to the auditing proceduras applied in the
audits of the basic financial statements and, in our opinion, is fairly stated in all material respects
in relation to the basic financial statements taken as a whole,

September 22, 1994 K/M& }'?:?.La'- Muawid, LLP

Z Member Flem ol
Kiynveld Peat Marwick Goardeler
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Financial Section

1994 1993
Assets:
Investments, at market value:
United States Government debt $ 943,018 1,003,965
Federal agency debt 57,493 61,275
Corporate bonds, notes and debentures 727,399 840,210
Commercial paper 164,342 99,859
Other dollar denominated securities 124,768 -
Domestic equity pool 1,693,533 1,540,814
International equity poal 360,726 288,175
Emerging matkets equity pool 36,247 -
Real estate equities 116,089 113,438
Total investments 4123615 3948438
Loans and mortgages, at market vatue, net of allowance
for loan losses of $2,152 in 1994 and $2,387 in 1993 5,664 8,368
Receaivables:
Contributions 13,492 12,433
Retirement incentive program 90 2,399
Accrued interest and dividends 39,202 36,415
Other accounts receivable 20 20
Total receivables 52.804 51,267
Cash and cash equivalents 1.610 5,694
Total assets 4183683 4.013,765
Liahilities:
Accrued expenses 6,533 2,959
Due to State of Alaska General Fund 63 2,471
Commerce settlement liability B84 428
Total liabilities 8,680 5,858
Net assets available for plan benefits $4,177,013 4,007,907

Ses accompanying notes to financial statements.

16 «» Alaska Public Employees’ Retirement System




Financial Section

Additions:
Investment income:
Net unrealized appreciation (depreciation) in

market value of investments:

investments measured by quoted market values
in an active market

Investments measured by net realizable value
as determined by management or other methods
Net unrealized appreciation {depreciation)

in market value of investments

interest
Dividends
Net realized gains on sales
Total investment income before
recoveries on loans and mortgages

Net mortgage loan recoveries
Net investment income

Contributions:
Employers
Employees
Retirement incentive program - employers
Total contributions

QOther
Total additions

Deductions:
Benefits paid:
Retirement
Medical
Total benefits paid

Refunds to terminated employees
Administrative expenses
Total deductions

Net increase
Net assets available for plan benefits at beginning of year

Net assets available for plan benefits at end of year

See accompanying notes to financial statements.

1994 1993
$ (207,271) 105,691
158 _ (16.152)
(207,113) 89,539
148,643 145,630
58,831 50,986
111,508 _ 201,206
111,860 487,361
192 5,918

— 112,061 _ 493,279
153,302 141,385
82,503 81,389

(17 (17)
235,788 223257

32 6

347,881  716.542
121,867 114,060
36,046 27.879
157,913 141,939
9,584 11,522
11,278 9.278
178.775 162,739
169,106 553,803
4,007.907 3.454.104
$4,177,013 4,007,907

Alaska Public Employses' Retiresment System ¢
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Financial Section

(1)

Description

The following brief description of the State of
Alaska Public Employeses’ Retirement System
(Plan), A Component Unit of the State of Alaska,
is provided for general information purposes
only. Participants should refer to the Plan
agreement for more complete information.

General

The Planis the administrator of a defined benefit,
agent, multiple-employer public employee re-
tirement system established and administered
by the State of Alaska (State) to provide pensian
benefits for eligible State employees and em-
ployess of its local governments. Benefit and
contribution provisions are established by State
law and may be amended only by the State
Legislature. The Plan is considered a compao-
nent unit of the State financial reporting entity
and is included in the State’s financial reports as
a pension trust fund.

At June 30, 1994, the number of participating
local government employers and public argani-
zations including the State of Alaska was:

State of Alaska 1
Municipalities 78
School districts 52
Other _24

155

Total employers

Inclusion in the Plan is a condition of employ-
ment for eligible State employees except, as
otherwise provided, for judges, elected officers
and certain employees of the Alaska Marine
Highway System. Any local government in the
State may elect to have its permanent general
and police and fire department empioyees cov-
ered by the Plan. AtJune 30, 1993, Plan mem-
bership consisted of:

Retirees and beneficiaries
currently receiving
benefits and terminated
employees entitled
o future benefits 12,675
Current employees:
General 28,509
Police and fire 2463
30972
43,647
Current employees:
Vested:
General 15,336
Police and fire 1,907
Nonvested:
General 13,173
Police and fire 5585
30,972
{Continued)
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Penslon Benefits

Employees hiredpriorto July 1, 1986 withfive or
mote paid-up years of credited service are en-
titled to manthly pension benefits beginning at
normal retirement age, fifty-five, or early retire-
ment age, fifty. For employees first hired after
June 30, 1986, the normal and early retirement
ages are sixty and fifty-five, respectively. Em-
ployees with thirty or more years of credited
sefvice (twenty years for peace officers and
firemen) may retire at any age and receive a
hotmal benefit.

The normal monthly pension benefitis hasedon
years of service and average monthly compen-
sation. The average monthly compensation is
based upon the employee's three highest, con-
seculive years salaries.

The benefitrelated to all years of service earned
prior to July 1, 1986 and for years of service
through a total of ten years for general employ-
ees is equal to 2% of the employee’s average
monthly compensation for each year of service.
The benefit for each year over ten years of
service subsequent to June 30, 1286 is equal to
2-1/4% ofthe employee’s average monthly com-
pensation for the second ten years and 2-1/2%
forallremaining years of service. Forpolice and
fire empioyees, the benefit for years of service
through a total of ten years is equal to 2% of the
employee’s average monthly compensation and
2-1/2% for all remaining years of service.

Minimum benefits for employees eligible for
retirement are $25 per month for each year of
credited service.

Married employees must receive their benefits
in the form of a joint and survivor annuity unless
their spouses consent to another form of benefit
or another person is eligible for benefits under a
gualified domestic relations order.

When pension benefits begin, major medical
benefits are provided without cost to (1) all
employeaes first hired before July 1, 1986 and (2)
employees who are disabled or age sixty-five or
older, regardless of their initial hire dates. Em-
ployees first hired after June 30, 1986 may
receive major medical benefits prior to age sixty-
five by paying premiums.

Death Beneflis

If an active emplovee dies from occupational
caulses, the spouse may receive a monthly pen-
sion equal to 40% of the employee’s salary.
When death is due to occupational causes and
there is no surviving speuse, the employee’s
dependent child{ren) may receive the monthly
pension until they are no longer dependents.
The amount of the occupational death pension
changes on the date the employee’s normal
retirement would have occurred if the employee
had lived. The new benefit is based on the
employee’s average monthly compensation at
the time of death and the credited service, in-
cluding service that would have accrued if the
employee had lived and continued to work until
normal retirement. If the death was from
nonoccupational causes, andthe employee was
vested, the spouse may receive a monthly sur-
vivar benefit based on a 50% jaint and survivor
option. If the emplaoyee is not married or vested,
a lump sum death benefit is payable ta the
nhamed beneficiary(s).

{Continued)
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(2)

Digability Benefits

Active employees who become permanently
disabled dueto occupational or nonoccupational
causes receive disability benefits until normal
retirement age. Although there is no minimum
service requirements for employees to be eli-
gible for occupational disability, employees must
be vested to receive nonoccupational disability
benefits. The monthly occupational disability
benefit is equal to 40% of the employee’s salary
atthe time of the disability. The nonoccupational
disability benefit is based on the employee’s
service and salary at the time of disability. At
normal retirement age the disabled employees
begin receiving normal retirement benefits.

Effect of Plan Termination

Should the Plan terminate at some future time,
its netassets generally will not be available ona
pro rata basis to provide participant benefits.
Whether a particular participant’s accumulated
Plan benefits will be paid depends on the priority
of those benefits at that time. Some benetfits
may be fully or partially provided for by the then
eXisting assets while other benefits may not be
provided for at all.

Summary of Significant Accounting Policies
Basis of Accounting

The Plan's financial statements are prepared
using the accrual basis of accounting.

Valuation of Investments

Security transactions and any resuiting gains or
losses are accountsed for on a trade date {owner-
ship) basis.

Investments, other than real estate equities and
loans and mortgages, are carried at market
value to reflect their asset values. Market value
is determined at the end of each month by the
custodial agent. The agent’s determination of
market values involves, among other things,
using pricing services or prices gquoted by inde-
pendent brokers.

Real estate equities are stated at estimated
market value as determined by the independent
managementof the investmentaccounts. These
investments do not have a readily available
market and generally represent long-term in-
vestments.

At June 30, 1994, loans and mortgages are
stated at estimated market value as determined
by management.

Historically, management of the loans and mort-
gages portfolio has provided an estimated allow-
ance for loan losses to provide for potential
credit losses. Factors considered by manage-
mentin developingthe allowance forloan losses
include delinquency levels, historical charge-
offs and the aging of the portfolio.

Loans and mortgages include $2,286 and $4,348
for 1994 and 1993, respectively, of other real
estate owned. Other real estate owned repre-
sents properties on which the Plan has fore-
closed and is holding with the intent to resell.

(Continued)
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(3)

During fiscal year 1993, mortgage loans with
a principal balance of $56,636 were sold
through a competitive sale. Proceeds from
the sale were $55,007, resultinginadecrease
in the previously recognized allowance for
loan losses of $1,619. During fiscal year
1994, no mortgage loans were sold.

Contributions Receivable

Caontributions from employees and employers
forservicethroughJune 30 are accrued. These
contributions are considered fully collectible
and, accordingly, no allowance foruncoliectible
receivables is refiected in the financial state-
ments.

Reciassifications

Certain amounts have been reclassified to
conform with the current year presentation.

Deposits and Investments

To provide an indication of the level of credit
risk assumed by the Plan atJune 30, 1994, the
Plan’s deposits and investments are catego-
rized as follows:

Deposits

Category 1 - insured or collateralized with securi-
ties held by the State or its custodian in the Plan’s
name.

Category 2 - Collateralized with securities held by
the pledging financial institution’s trust department
or custodian in the Plan’s name.

Category 3 - Uncollateralized.

Investments

Category 1 - Insured or registered for which the
securities are held by the State or its custodian in
the Plan's name.

Category 2 - Uninsured and unregistered invest-
ments for which the securities are held by the

counterparty’s trust department or agent in the
Plan’s name.

{Continued)
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Category 3 - Uninsured and unregistered investments for which the securities are heid by the
counterparty or by its trust department or agent but not in the Plan’s name:

Market
value
and
Category carrying
1 2 3 value
Deposits - cash and cash equivalents and
undivided interest in a State of Alaska
investment pool - short-term investment pool $ 1,610 - — 1.610
Investments categorized:
United States Government debt 943,018 - - 843,018
Federal agency debt 57,493 - - 57,493
Corporate bonds, notes and debentures 727,399 - - 727,399
Commercial paper 164,342 164,342
Other dollar denominated securities 124 768 — _ - 124 768
Total investments categorized 2.017.020 _— - 2.017.020
Total deposits and $ 2,018,630 - - 2,018,630
investments categorized _— = E—
Investments which cannot be categorized as they
are an undivided interest in a State of Alaska
investment pool:
Domestic equity pool 1,593,533
International equity pool 360,726
Emerging markets equity pool 36.247
Total investments not categorized 1,890,508
Other investments which cannot be categorized -
real estate equities 116,089
Tatal investments not categorized 2,106,585
$4,125,225
fContinued)
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During 1994 and 1993, the Plan’s investments (including investments bought, sold, as well as held
during the year) appreciated (depreciated) in value as follows:

1994 1983
Investments measured by quoted market values
in an active market;
United States Government debt $ (95,316} 65,550
Federal agency debt {4,051) 3,263
Mortgage backed federal securities - (87)
Corporate bonds (76,500) 42,787
Gommercial paper 14 (27)
Other dollar denominated securities (5.314) -
Domestic equity pool (56,883) (14,540)
International equity pool 29,812 8,745
Emerging market equity pool 947 -
investments measured by net realizable value
as determined by management or other method:
Real estate equities 158 (7.491)
Loans and mortgages _ . 1g2 (8,661)
$ (206,921) 89,539
{Continued)
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1994:

1993:

United States Government debt
Federal agency debt
Corporate bonds, notes and
debentures
Commercial paper
Other doliar denominated
securities
Domestic equity pool
International equity pool
Emerging markets equity pool
Real estate equities
Loans and mortgages, net of
allowance for loan losses
of $2,152

United States Government debt

Federal agency debt

Corporate bonds, notes and

debentures

Commercial paper

Bomestic equity pool

international equity pool

Real estate equities

Loans and mortgages, net of
allowance for loan losses
of $2,387

The cost, market and carrying values of the Plan's investments atJune 30, 1994 and 1993 are as follows:

Carrying
Cost Market value
$ 884568 943,018 943,018
56,611 57,493 57,493
712,380 727,399 727,399
164,356 164,342 164,342
130,082 124,768 124,768
1,493,641 1,583,533 1,583,533
325,978 360,726 360,726
35,300 36,247 36,247
167,657 116,089 116,089
5,664 5,664 5,664
$ 3,966,237 4,129,279 4,129,279
$ 850,199 1,003,965 1,003,965
56,342 61,275 61,275
749,392 840,910 840,910
99,887 99 859 99,859
1,384,059 1,540,814 1,540,814
283,239 288,175 288,175
155,164 113,438 113,438
8.368 8,368 8.368
$ 3,586,650 3,956,804 3,956,804
{Continued)
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The Alaska State Pension InvestmentBoard has
statutory oversight of the Plan’s investments
and the authority to invest the Plan's monies.
Prior to July 1, 1993, the Commissioner of Rev-
enue had the statutory authority to invest the
monies of the Plan. Actual investing is per-
formed by the investment officers of the Division
of Treasury of the Department of Revenue.
Alaska Statute provides for the investment in
United States treasury or agency securities;
corporate debt securities; preferred and com-
mon stock; commercial paper; securities of for-
eign governments, agencies and corporations;
foreign time deposits; gold bullion; futures con-
tracts for the purpose of hedging; real estate
investment trusts; deposils within Alaska sav-
ings and loans and mutual savings banks;
deposits with state and national banks in Alaska;
guaranteed loans; notes collateralized by mort-
gages; certificates of deposit and banker's
acceptances.

(4) Other Dollar Denominated Securitles

Securities included in this asset category in-
clude Eurodallar, “Yankee” and Supranational
Bonds, which are denominated in U.S. dollars.
Yankee Bonds are issued by foreign-domiciled
issuers who register with the Securities and
Exchange Commission (SEC) and are under-
written by a U.S. syndicate for delivery in the
United States. Eurodollar Bonds are issued by
both U.S. and foreign government/corporate
entities and are not registered with the SEC.
Supranational Bonds areissued by international
organizations that are notdomiciled in a specitic
country. At June 30, 1994, holdings of those
securities by the Plan include:

Eurodollar corporate bonds $ 36,380
Euredollar government baonds 13,685
Yankee corporate bands 24,103
Yankee government bonds 48,539

Supranaiionai bonds

2,061

$124,768

{Continued)}
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Pooaled Investments
Domestic Equity Pool

The investment activity of all domestic market-
able securities was consclidated with the do-
mestic marketabie securities of other State funds
to form a domestic equity poal. The activity and
the June 30, 1994 and 1993 balances of this
domestic equity pool are accounted for on a unit-
accounting basis. All income and realized and
unrealizedgains and losses are allocated monthly
fo each participant on a pro rata ownership
basis. Allincome earned is included in dividend
income. AtJune 30, 1994 and 1993, the Plan’s
investment in the domestic equity pool is com-
prised of the following:

1994 1993

Marketable securities,

at market $1,509,607 1,442,808
Interest and dividends

receivable 5571 5,297
Cash and cash

equivalents 78,355 82,621

$1,593,533 1,540,814

International Equity Pool

The Plan, alongwith three other State retirement
systems, has formed aninternational equity pool
comprised of investments in various types of
international equity securities. The majority of
the international equity pool is comprised of
commen stock with available cash balances
invested in short-term debt instruments. All
accrued income, realized gains and [osses, and
income received are allocated monthly to the
four participating funds on a pro rata ownership
basis.

The international equity pool at Juna 30, 1994
and 1993 is comprised of the following:

1994 1993

Marketable securities,

at market $ 344,400 238,177
Interest and dividends

receivable 1,146 1,044
Cash and cash

equivalents 15,180 _48,954

$ 360,726 288,175

{Continued}
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Emerging Markets Equity Pool

The Plan, along with another State retirement
system, has formed an emerging markets equity
pool, witheachretirement system owning shares
of the pool. The pool participates in two exter-
nally managed commingled investment funds.
The commingled funds, comprised of various
institutional investors, invest in the equity mar-
kets of developing countries. AtJune 30, 1994,
the Plan’s ownership in the pool was $36,247.

Short-Term Investment Pool

The Pian, along with three other State retirament
systems, participates in a short-term investment
pooi formad during 1993. Each participantowns
shares in the short-term investment pool, the
number of which fluctuates daily with contribu-
tions, withdrawals and income. The assets of
the short-term investment poal, comprised of
repurchase agreements and cash, are included
in cash and cash equivalents. Because the
short-term investment pool consists of overnight
investments, market value equals cost; there-
fore, there are no gains and losses and all
investment income is from interest. Interest
accruals are based on the Plan’s pro rata share
of the short-term investment pool and are cred-
ited to the Plan daily, thereby compounding
daily.

At June 30, 1994 and 1993, the Plan’s invest-
ment in the short-term investment pool is com-
prised of the following:

1994 1993

Repurchase agreement $ 1,572 5,443
Cash 38 16

$1,610 5459

Cashand cash equivalents atJune 30, 1994 and
1993 are comprised of the following:

1994 1993
Short-term investment
poal $1,610 5459
Unsettled investment
transactions - 235
$1,610 5,694

{Continued)
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Funding Status and Progress

The amount shawn below as “pension benefit
obligation,” which is the actuarial present value
of credited projected benefits, is a standardized
disclosure measure of the present value of pen-
sion benefits, adjusted for the effects of pro-
jected salary increases, estimated to be payable
in the future as a resuit of employee service to
date. This measure is intended o help users
assess the Plan’s funding status on a going-
concern basis, assess progress made in accu-
mulating sufficient assets to pay benefits when
due, and make comparisons among plans. The
measure is independsnt of the actuarial tunding
method used to determine contributions to the
Plan, discussed in note 8 below.

The pensian benefit obligation is determined by
William M. Mercer, Incorporated and is the
amount that results from applying actuarial as-
sumptions to adjust the accumulated benefits to
reflect the time value of money {through dis-
counts for interast) and the probability of pay-
ment (by means of decrements such as for
death, disability, withdrawal, or retirement} be-
tween the valuation date and the expected date
of payment. The significant actuarial assumnp-
tions used in the valuations as of June 30, 1993
are as follows:

a. Actuarialcost methed - projected unitcredit,
unfunded accrued benefit liability amortized
over a rolling twenty-five years, funding sur-
plus amortized over five years.

b. Mortality basis - 1984 Unisex Pension Mor-
tality Table set forward one year for male
and police/fire members, and set backward
four years for females.

C.

Retirement age - retirement raies based on
the 1986-1980 actual experience.

Discount rate - 8.75% per annum, com-
pounded annually, net of investment ex-
penses.

Health cost inflation:

Year Per annum
1993 115
1004 10.5
1995 9.5
1996 85

1997 and thereafter 7.5

Salary scale - increase for the firstiive years
of employment are as follows:

Inflation 5.0%
Productivity 0.5
Merit 1.0

6.5%

Total

Increases thereafter are 5.5%.

Cost of living allowance (domicile in Alaska)
- 71% of those receiving benefits will be
eligible to receive the cost of living allow-
ance.

Contribution refunds - 100% of those em-
pioyees terminating after age thirty-five with
five or mare years of service will leave their
contributions in the fund and thereby retain
their deferred vested benefit. All others who
terminate are assumed to have their contri-

butions refunded.
{Continuad)
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i. Assetvaluation - five-year average ratio
of actuarial {reported market value) and
amattized costvalues ofthe Planassets.
Prior to June 30, 1992, the actuarial
value of the assets equaled the market

value of the Plan’'s assets, except that June 30, 1993, at market $ 4,007,907
fixed income investments were carried
at amortized cost value. Effective Pension benefit obligation:
June 30, 1992, the actuarial value of Retirees and beneficiaries
assets equals the market value as re- currently receiving
ported. Valuation assets cannot be out- benefits and terminated
side of the range of amortized cost and employees not yet
actuarial values, receiving benefits 1,821,570
Current employees:
Turnover and disability assumptions are Accumulated employee
based upon the 1986-1990 actual experi- contributions including
ence of the Plan. The foregoing actuarial allocated investment
assumptions are based on the presumption income 550,922
that the Plan will continue. Were the Plan to Employer-financed, vested 1,510,853

terminate, differentactuarial assumptions and
other factors might be applicable in deter-
mining the actuarial present value of accu-

muilated benefits, June 30, 1993 4,125,761
Unfunded pension benefit
obligation as of
June 30, 1993

At June 30, 1993, the unfunded pension benefit

obligation was $117,854, as follows:

Net assets available for
benefits as of

Total pension benefit
obligation as of

Employer-financed, nonvested _ 142,416

$ 117,854

(7} Actuarial PresentValue of Accumulated Plan

Benefits

The actuarial presentvalue of accumulated Plan
benefits was determined by William M. Mercer,
Incorporated using the unit credit cost method
and the following assumptions:

a. Future salary was not considered,

{Continusd)
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b. Future service was considered only to the
extentthat itwould permitactive Plan partici-
pants to become eligible for benetits attribut-
able to service rendered prior to the date of
dstermination.

¢c. Assumplions used for mortality, withdrawal,
retiremant ages, disability and investment
return are described in note & to these finan-
cial statements.

At June 30, 1993, the actuarial present vatue of
accumulated Plan benefits was $3,648,551 as
follows:

Retired participants and
beneficiaries of

deceased

participants $1,472,251
Terminated participants

with deferred benefits 449,716
Active participants - vested 1,633,537

Active participants - nonvested 93,047

Actuarial present value of
accumulated
Plan benefits as of
June 30, 1993 $ 3,648,551

The change in the actuarial present value of
accumulated Plan benefits at June 30, 1993
follows:

Actuarial present value

of accumulated Plan

benefits as of

June 30, 1992 $3,124,264
Increase (decrease)

attributable to:

Additional benefits

accumulated, including

actuarial experience 411,089
Change due to decreass

in the discount period 266,659
Estimated benefits paid to

participants {(153.461)

Actuarial present value of
accumulated
Plan benefits as of
June 30, 1993 $ 3,648,551

(8) Contributions
Employee Contributions

Prior to January 1, 1987, employees contributed
4.25% of their compensation, except for peace
officers and firemen, who contributed 5% of their
compensation to the Plan. Effective January 1,
1987, contribution rates increased to 7.5% for
peace officers and firemen and 6.75% for other
employees, as required by statute. The em-
ployee contributions are deducted before fed-
eral income tax is withheld. Contributions are
collected by employers and remitted to the Plan
and may be voluntarily or, under certain circumn-

{Continued)
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stances, involuntarily refunded to the employee
or a garnishing agency sixty days after termina-
tion of employment. Employee contributions
earn interest at the rate of 4.5% per annum,
compounded semiannually.

Employer Contributions

The Plan’s funding policy provides for periodic
employercontributions at actuarially determined
rates that, expressed as percentages of annual
covered payroll, are sufficient to accumulate
sufficient assets to pay benefits when due.
Employer contribution rates are level percent-
ages of payroll and are determined using the
projected unit credit actuarial funding method.
The Plan uses the level dollar method to amor-
tize the unfunded liability over a rolling twenty-
five year period. Funding surpluses are amor-
tized over five years.

Contributions made in accordance with actuari-
ally determined contribution requirements de-
termined through actuarial valuations consist of
the following:

1994 1993
Employer $153,302 141,385
Employee 82,503 _ 81.889
$235,805 223,274
Normal costs 174,967 210,943
Amortization of
unfunded
actuarial accrued
liability 60,838 _12,331
$235,805 223,274

(8}

Actuarial valuations for 1994 and 1993 were
performed as of June 30, 1993 and 1992, re-
spectively.

Significant actuarial assumptions used to com-
pute contribution requirements are the same as
those used o compute the standardized mea-
sure of the pension benefit obligation discussed
in hote 8.

Retirement Incentive Program

L egislation was passed in June 1989 and
amended effective April 1, 1990, establishing a
retirement incentive program. The program
was available to state employees from
October 1, 1989 through March 31, 1890, Uni-
versity of Alaska employees from July 1, 1989
through December 31, 1989, and all other
employees from October 1, 1988 through
March 31, 1991.

The retirement incentive program receivables
represent the reimbursement due from employ-
ers participating in the program and is due in
minimum equal annual installments so that the
entire balance is paid within three years after the
end of the fiscal year in which employees
retired. The amount of reimbursement is the
actuarial eqguivalent of the difference between
the benefits the employee receives after the
addition of the retirement incentive under the
program and the amount the employee would
have received without the incentive, less any
amount the employee was indebted as a result
of retiting under the program. Employees were
indebted to the Plan for the following percentage

(Continued)
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of their annual compensation for the calendar
year in which the employea terminated employ-
ment to participate in the program:

22.50%
20.25

Police and fire members
Other members

Any outstanding indebtedness at the time an
employee was appointed to retirement resulted
in an actuarial adjustment of his/her benefit.

The effect of the 1989 program on the pension
benefit obligation was fully accounted for in the
June 30, 1990 and 1991 actuarial valuations as
the eligihle employees retired.

{10} State of Alaska Plan Data

The State of Alaska employees who administer
the Plan participate in the Plan.

The State of Alaska contributes to the Plan. The
State’'s unaudited payroll for employees coverad
by the Planforthe yearended June 30, 1994 was
$5645,761. Total payroll for the State is not
available.

State employees participating in the Plan and
Plan benefits are described in note 1.

The State does not have any of its notes, bonds
or other financial instruments included in the
Plan assets at Juna 30, 1994.

The Plan’s funding status and progress are de-
scribed in note 6. The tofal unfunded pension
benefit obligation applicable to the State’s em-
ployees was $151,412 at June 30, 1993, as
follows:

State of Alaska net assets
available for benefits
as of June 30, 1993,
at market $2,199,329

State of Alaska pension
benefit obligation:
Retirees and beneficiaries

currently receiving
benefits and terminated
employees hot yet
receiving benefits
Current employees:

Accumulated employee
contributions, including
allocated investmeant
income 310,618
Employer-financed, vested 865,172
Employer-financed, nonvested _ 82,529
Total State of Alaska

pension benefit

obligation as of

1,112,422

June 30, 1993 2,350,741

Unfunded State of Alaska

pension benefit

obligation as of

June 30, 1993 $ 151,412
(Continued)
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Contributions to the Plan are described in note 8. For the year ended June 30, 1894, the State and State
employee contributions were as follows:

State of Alaska $ 94,195

State of Alaska employees 43,328

$137,623

Normal costs 89,115
Amortization of unfunded

actuarial accrued liability 48,408

$137,523

Trend information related to the State of Alaska portion of the Plan follows:

Unfunded
pension
benefit
Net Net obligation
Pension Net assets assets asa
benefit assets Pension available available Unaudited percent
obligation available benefit asa in excess annual of annual
year ended for oblligation percent {unfunded} coverad covared
Junae 30 bensfits (PBO) of PBO of PBO payroll payroll
1987 $ 1,159,209 1,142,446 101.47% $ 16,763 N/A N/A
1988 1,172,156 1,315,532 89.10% (143,378) N/A N/A
1989 1,334,159 1,480,070 90.14% (145,911) N/A N/A
1990 1,480,489 1,569,554 94.96% (79,065) N/A N/A
19 1,630,505 1,924,251 84.73% (263,746) 556,646 52.77%
1992 1,882,661 2144 472 87.79% (261,811) 583,968 44 83%
1993 2,199,329 2,350,7M1 93.56% (151,412) 594,143 25.48%
{Continuad)
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Pension Statutory canfribution rates
benefit State of Alaska Employees
obligation Police Police
year ended and fire Other and fire Other
June 30 participants participants participants participants
1987 15.74% 11.30% 7.50% 6.75%
1988 13.05% 9.65% 7.50% 6.75%
1989 13.05% 9.65% 7.50% 6.75%
1990 12.53% 10.02% 7.50% 6.75%
1991 14.51% 13.36% 7.50% 6.75%
1992 16.97% 15.64% 7.50% 6.75%
1993 15.45% 14.92% 7.50% 6.75%

*Prior to January 1, 1987, police and fite participants contributed 5% and other participants contributed
4.25%.

(11) Historlcal Trend Information
the accompanying supplemental schedules of

Histarical trend information for 1985 through analysis of funding progress and revenues by
1994 designed to provide information about the source and expense by type. Information prior to
Plan’s progress made in accumulating sufficient 1985 is unavailable.

assets to pay benefits when due is presented in
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Schedule 1

Unfunded
(assets In
excess of)
Penhsion pension
benefit Unfunded benefit
obli- (assetls in abligation
gation Net assets excess of) Annual asa
year available Pension Percen- pension covered percentage
ended for Plan benefit tage benefit payroll of covered
June 30 benefits obligation funded obligation {unaudited) payroll
1985 $1,295,536 $ 1,446,672 89.6% $151,136 $ 830,579 18.2%
1986 1,739,843 1,556,610 111.8 (183,233) 890,002 (20.8)
1987 2,010,198 1,905,001 105.5 (105,195) 891,302 (11.8)
1988 2,123,695 2,246,585 94.5 122,888 908,363 13.5
1989 2,452,962 2,563,268 95.7 110,306 912,834 121
1990 2,746 555 2,753,518 99.7 5,963 952,070 7
1991 3,017,541 3,338,145 90.4 321,604 1,027,807 31.3
1992 3,454,104 3,740,882 92.3 286,778 1,083,816 26.5
1993 971 117,854 1,135,889 10.4

Analysis of the dollar amounts of net assets avail-

4,007,907

4,125,761

stronger the Plan.

Trends in unfunded pension

able for Plan benefits, pension benefit obligation,
and unfunded pension benefit obligation in isolation
canbe misleading. Expressing the net assets avail-
able for Plan benefits as a percentage of the pension
benefit obligation provides one indication of the
Plan’s funding status on a going-concern basis.
Analysis of this percentage over time indicates
whether the Plan is becoming financially stronger or
weaker. Generally, the greater this percentage, the

benefit obligation and annual covered payroll are
both affected by inflation, Expressing the unfunded
pension bensfit abligationas apercentage of annual
covered payroll approximately adjusts for the effects
of inflation and aids analysis of the Plan's progress
made in accumulating sufficient assets to pay ben-
efits when due. Generally, the smaller this percent-
age, the stronger the Plan.

See accompanying hotes to required supplementary infarmation.
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Scheduls 2

Revenues by source

Year ended Employea

Junhe 30

1985
1986
1987
1988
1989
1990
1991
1992
1993
1994

1985
1986
1987
1988
19089
1990
1991
1992
1993
1994

Unrealized
appreciation
Interest, {depreciation)
dividends  In market value
and net including preo-
realized vision for
Employer gains losses, recov-
contributions contributions on sales eries and other Total
$ 39577 $ 123,466 $112,261 $117,733 $ 393,037
42,626 127,727 182,140 159,873 512,366
51,879 103,719 225,792 (27,799) 353,591
66,732 108,767 154,468 (112,755) 217.212
65,104 78,932 194,653 108,088 446,777
69,720 96,418 233,790 17,469 417,397
76,486 132,402 202,888 {823) 410,953
77,674 149,192 282,673 78,450 587,989
51,8849 141,368 397,822 95,463 716,542
82,503 153,285 318,982 (206,889) 347,881
Expense by type
Refunds to
Retiremeant Medical terminated Administrative
benefits benefits employees expenses Total
$ 39,487 $ 9,350 $ 9,553 $ 3,813 $ 62,203
45,916 9,411 9,165 3,567 68,059
57,473 10,256 10,524 4,985 83,238
73,964 11,376 11,409 6,964 103,713
82,389 18,085 11,188 5,868 117,510
85,301 22,142 11,237 5124 123,804
99,651 23,332 11,965 5,019 139,967
108,360 23,120 11,901 8,045 151,426
114,060 27.879 11,622 9,278 162,739
121,867

36,046 9,584 11,278 178,775

Contributions, including contributions for the retirement incentive program, were made in accordance with
actuarially determined contribution requirements.

See accompanying notes to required supplementary information.
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Schedule 3

Cash and cash equivalents at beginning of year

Add cash receipts:
Contributions:
Employers
Employee
Retirement incentive program
Investment income from interest and dividends
Investment sales and maturities, including realized
gains and losses
Other receipts

Total cash receipts

Less cash disbursements:
Investment purchases
Benefit payments
Refunds
Administrative expenses
Other

Total cash disbursements

Cash and cash equivalents at end of year

1894 1993

$ 5694 10,248
152,368 142,111
82,377 81,774
2,292 3,870
208,583 193,909
1,560,854 813,917
32 6
2006906 1,235587
1,833,038 1,073,955
154,304 141,939
11,458 10,849
9,483 9,269
2,707 4,129
2.010990 1.240144
$ 1610 5,694

See accompanying notes to required supplementary information.
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Schedule 4

Division Alaska

of Public State
Retirement Employees’ Division Penslon
and Retirement of Investment
Benefits Board Treasury Board Totals
1994 1993
Perscnal services:
Wages $ 844 - 427 265 1,297 853
Benefits 500 - 205 11 716 482
Other 3 - 1 - 4 2
Tatal personal services 1,347 - 633 37 2017 1,337
Travel:
Transportation 28 7 11 33 79 35
Per diem 20 6 5 16 47 22
Honorarium - - - 3 3 -
Moving - - - - - -
Total travel 48 _ 13 16 52 129 57
Contractual services:
Management and consulting - - 7,925 - 7,925 -
Actuarial and bensfits consulling 198 - - 1 199 193
Data processing 266 - - 5 271 186
Communications 100 - 3 - 103 124
Legal 47 26 - - 73 B0
Advertising and printing 31 - 117 5 153 70
Other professional services 49 - - - 49 60
Madical specialists 40 - - - 40 46
Auditing 14 - - - 14 14
Repairs and maintenance 10 - - - 10 14
Rentals/leases 7 - - 3 10 6
Transportation 2 - - - 2 2
Architectural - - - - - -
Cther services 11 - 3 1 15 10
Total contractual services 775 26 8.048 15 £2,864 B05
Equipment 215 - 19 - 234 59
Supplies 31 - 2 1 34 24
Investment expense . - - - - 6,996
Total administrative
expenses $2416 39 8,718 105 11,278 9,278

Ses accompanying notes 1o requirsd supplementary information.
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All significant accounting policies, benefit provi-
sions andactuarial assumptions are the same forthe
required supplementary information and the finan-
cial statements except as follows:

Effective July 1, 19886, the Plan adopted new
actuarial assumptions, Actuarial funding sur-
pluses are amortized over five years rather than
twenty-five years. The assumed rate of interest
was increased from 8% to 9% per year. The
salary scale assumption was lowered to 6.5%
per year for the first five years of employment
and5.5% peryearthereafter, down from 8% and
7%, respectively. Health care cost inflation was
increased to 9% rather than 8%. Turnover and
disahility assumptions were revised based on
actual experience in 1981 through 1985,

Effective July 1, 1890, the health care cost was
changed from a flat 9% to the following gradua-

tions:

Year Per annum
1992 12.5%
1993 115
1994 10.5
1995 9.5
1996 85

1997 and thereafter 7.5

Turnover, retirement and disability assumptions
were revised based oh actual experience in
1986 through 1920. The assumed rate of inter-
estwas lowered to 8.75%. The mortality tables
were set forward one year for male members
and set backward four years for female mem-
bers; previously the mortality table had been set
back one and one half years for afl members.
The cost of living allowance was increased from
69% to 71% participation.

Effective June 30, 1992, the actuarial value of all
assets equais the full market value; previously,
fixed income investments were carried at amor-
tized cost.
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Actuarial Section

WILLIAM M.
MERCER

INCORPORATED

April 5, 1994

State of Alaska

Public Employees’ Retirement Board
Department of Administration
Division of Retirement & Benefits
P.O. Box 110203

Juneau, AK 99811-0203

Dear Members of the Board:
Actuarlal Ceriiticatlon

The actuarial valuation required for the State of Alaska Public Employees’ Retirement
System has been prepared as of June 30, 1993 by William M. Mercet, Incorporated.
The purposes of the report include:

(1) areview of experience under the Plan for the year ended June 30, 1893;

(2) adetermination of the appropriate contribution rate for each employer in the
System;

(3} theprovisionof reporting and disclosure information for financial statements,
governmental agencies, and other interested parties,

In preparing this valuation, we have employed generally accepted actuarial methods
and assumptions, in conjunction with employee data provided to us by the System’s
staff and financial information provided by the audited report from KPMG Peat
Marwick, to determine a sound value for the System liability. This data has not been
audited, but it has been reviewed and found to be consistent, both internally and with
prior years' data. The actuarial assumptions are based on the results of an
experience study presented to the Board in October 1991.

The contribution requirements are determined as a percentage of payroll, and reflect
the cost of benefits accruing in FY94 and a 25-year rolling amortization of the
unfunded accrued liability. The amortization pericd is set by the Board. Contribution
levels are recommendad by the Actuary and adopted by the Board each year. The
ratio of assets to liabilities increased from 91.2% to 95.4% during the year. Over the
years, progress has been made toward achieving the funding objectives of the
Systemn.

One Unloh Square  Sulte 3200
$00 Universily Streel

Seattla WA 88101 3137

206 292 7000

A Marsh & McLennan Company
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Actuarial Section

WILLIAM M.
MERC

INCORPGRATED

Public Employees’ Retirermnent Board
April 5, 1994
Page 2

There were no significant changes in the actuarial assumptions or methods used in the
determination of system assets and liabilities this year. The assumptions and methods,
when applied in combination, fairly represent past and anticipated future experience of the

System.

Future contribution requirements may differ from those determined in the valuation

because of;

(1} differences between actual experience and anticipated experience based on the

assumptions;
(2) changes in actuarial assumptions or methods;

(3) changes in statulory provisions; or

(4) differences between the contribution rates determined by the valuation and those

adopted by the Board.

We believe that this report conforms with the requirements of the Alaska statutes, and

where applicable, other federal and accounting laws,
generally accepted actuarial principles and practices.

Sincerely,

AN

Brian R. McGee, FSA
Principal

BRM/UWJIKMJI/ls

regulations and rules, as well as

4

Peter L. Godfr
Associate
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Funding Status as of June 30: 1992 1983
(a) Valuation Assets" $ 3,409,859 $ 3,936,776
(b) Accrued Liability*
i} Non-Medical Benefits 2,735,178 2,963,975
if} Total Benefits (including medical) 3,740,882 4,125,761
(c) Funding Ratio, (a) / (b)
i) Non-Medical Benefits 124.7% 132.8%
iy Total Benefits (including medical) 91.2% 95.4%
* In thousands.
Employer Contribution Rates for Fiscal Year: 1995 1996
(a) Gonsolidated Rate 10.90% 11.29%
(b} Average Past Service Rate 2.80% 1.53%
(c) Average Total Contribution Rate 13.70% 12.82%

Alaska Public Employess’ Retirermnent Systern
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Actuarial Section

The assumptions used in the valuation were adopted at the Fall 1991 PERS Board Meeting. The funding
method used in the valuation was adopted June 30, 1985. The five-year smoothing method used to
determine valuation assets was adopted June 30, 1989.

Valuation of Liabilities

A. Actuarial Method - Projected Unit Credit (no change). Liabilities and contributions shown in the report
are computed using the Projected Unit Credit method of funding. The unfunded accrued liability is
amortized over a rolling 25 years. Any funded surpluses are amortized over five years.

The objective under this method is to fund each participant’s benefits under the plan as they accrue.
Thus, each participant’s total pension projected to retirement with salary scale is broken down into units,
each associated with a year of past or future service. The principle underlying the methed is that each
unit is funded in the year for which it is credited. Typically, when the method is introduced there will be
an initiat liability for benefits credited for service prior to that date, and to the extent that this liability is
not covered by Assets of the Plan there is an Unfunded Liability to be funded over a chosen period in
accordance with an amortization schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits credited with
respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the Assets of the
Plan. The level annual payment to be made over a stipulated number of years to amortize the Unfunded

Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expected to be credited with respect
to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the determination
of costs and liabilities will emerge as adjustments in the Unfunded Liability, subject 1o amortization.

B. Actuarial Assumptions -

1. Investment Return 8.75% per year, compounded annually, net of expenses.

2. Salary Scale Inflation - 5.0%
Productivity - 0.5%
Merit (first 5 years} - 1.0%
3. Total Inflation Total inflation as measured by the Consumer Price Index for urban and
clerical workers for Anchorage is assumed to increase 5% annually.
4. Health Cost Trend Fygz - 12.5%
Fyes - 11.5%
Fyaod - 10.5%
FYos - 9.5%
FYse - 8.5%
Fyo7andlater - 7.5%
5. Mortality 1984 Unisex Pension Mortality Table, set forward one year for male and

police/fire members, and set backward four years for female members.
Deaths are assumed to be occupational 85% of the time for Police/Fire, 35%
for “Others”.
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6. Turnover Based upon the 1986-90 actual total turnover experience. (See Table 1).

7. Disability Incidence rates, based upon the 1986-90 actual experience, in accordance
with Table 2. Post-disability mortality in accordance with rates published by
the Pension Benefit Guaranty Corporation to reflect mortafity of those
receiving disability benefits under Social Security. Disabilities are assumed
to be occupational 85% of the time for Police/Fire, 35% for “Others”.

8. Retirement Age Retiremeant rates based upon the 1986-90 actual experience in accordance
with Table 3.
9, Spouse’s Age Wives are assumed to be four years younger than husbands.

10. Dependent Children  Benefits to dependent children have been valued assuming members who
are not single have one dependent child.

11, Contribution Refunds 100% of these terminating after age 35 with five or more years of service will
leave their contributions in the fund and thereby retain their deferred vested
benefit. All others who terminate are assumed to have their contributions

refunded.

12. C.O.L.A. Of those benefit recipients who are eligible for the C.O.L.A., 71% are
assumed to remain in Alaska and receive the C.O.L.A.

13. New Enfrants Growth projections are made for the active PERS population under three
scehatios:

Pessimistic: 1% per year
Median: 3% per year
Optimistic: 5% per year

14. Expenses Expenses are covered in the investment return assumption.

Valuation of Assets

Based upon the five-year average ratio between actuarial and book values of the System'’s assets. Prior
to June 30, 1992, the actuarial value of assets equalled the market value, except that fixed income
investments were carried at amortized cost value. Effective June 30, 1992, the actuarial value of assets
equals the full market value. Assets are accounted for on an accrued basis and are taken directly from
audited financial statements provided by KPMG PeatMarwick. Valuation assets cannotbe outside the range
of book and actuarial values.

Valuation of Medical Benefits

Medical benefits for retirees are providedby the payment of premiums from the fund. A pre-65 costand lower
post-65 cost {(due to Medicare) are assumed such that the total rate for all retirees aquals the present
premium rate. These medical premiums are then increased with the health inflation assumption. The
actuarial cost method used for funding retirement benefits is also used to fund health benefits.

For FY95, the pre-65 monthly premium is $382.93 and the post-65 premium is $133.52, based on an
assumed total blended premium of $279.55. For FY95 the actual blended premium is $336.05. The FY95
blended premium was provided by the State of Alaska Division of Retirement and Benefits.

Afaska Public Employees' Retirement System o
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Select Rates of Turnover
During the First 10 Years
of Employment

Ultimate Rates of Turnover
After the First 10 Years
of Employment

Police and Fire:

Yearof = - Age at Hire  --=-err
Employment 20-29 30-39 40+
1 .22 .18 10
2 9 13 A0
3 13 a2 10
4 A2 A2 A0
5 A0 10 10
8 .08 .08 .08
7 .07 .07 .07
8 .06 .06 .08
9 .05 .05 .05
10 04 .04 .04
Others:
Year of ~ww-—  Age at Hite -—— —
Employment 20-29 30+
1 30 23
2 23 18
3 .20 A4
4 18 A3
5 16 13
6 4 13
7 A2 A2
g8 A1 A1
9 .09 .09
10 .08 .08

Age Rate
20-39 .03
40+ .
Age Rate
20-29 .065
30-34 .060
35-44 .055
45+ 050
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Police & Flre “Other" Member
Age Rate Rate
X .85 14
21 87 .14
2 80 4
23 84 15
24 .88 16
25 1.03 A5
26 1.08 15
27 113 a5
28 1.19 16
29 1.25 .16
0 1.31 6
K1 1.37 A7
3 1.43 A7
33 1.44 25
34 1,48 34
i & 1.55 44
B 1.65 53
37 1.78 .64
38 1.94 75
39 213 87
40 235 99
41 260 1.12
42 288 1.25
43 319 135
44 453 1.53
45 3.0 1.68
45 430 1.84
47 473 2.00
48 519 217
49 5.68 234
50 6.20 252
51 6.75 270
o2 7.33 2.89
53 7.94 3.08
54 8.58 329
55 925 349
568 9.95 370
57 10.68 3.92
88 11.44 414
59 12.23 437
60 13.05 4.61
61 13.90 4.84
G2 14.78 5.09
63 1569 5.34
54 16.63 5.60
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Pollce & Fire “Qther” Member
Age Rate Rate
50 25 1
51 .14 .08
52 14 .08
53 15 .08
54 15 .08
55 .30 .19
56 .25 16
57 .21 13
58 21 a2
59 .20 A1
60 .20 A7
61 40 14
62 1.00 21
63 1.00 22
64 1.00 22
85 1.00 31
66 1.00 .61
67 & Up 1.00 1.00
For ages less than 50, employees are assumed o retire two years after the eatliest age they are
eligible to retire.
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June 30, 1993
June 30, 1992

June 30, 1991
June 30, 1990
June 30, 1989
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 1985
June 30, 1984

28,509
28,206
27,307
26,667
25,630
24,349
24,443
25,272
24,776
23,437

$1,011,864
961,054
907,567
846,935
808,835
806,100
790,463
788,555
738,198
693,148

$35,493
34,073

33,236
31,760
31,558

33,106

32,339
31,203
29,795
29,575

4.2%
2.5%

4.6%
6%
-4.7%
2.4%
3.6%
4.7%
A%
6.5%

June 30, 1993
June 30, 1892
June 30, 1991
June 30, 1990
June 30, 1989
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 1985
June 30, 1984

2,463
2,515
2,533
2,419
2,414
2,327
2,319
2,371
2,407
2,366

$124,025
122,762
120,240
105,135
104,000
102,265
100,839
101,637
92,381
89,118

$50,355
48,812
47,470
43,462
43,082
43,047
43,484
42,825
38,380
37,666

3.2%
2.8%
9.2%
9%
-2.0%
1.0%
1.5%
11.6%
1.9%
9%
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June 30, 1993
June 30, 1992
June 30, 1991
June 30, 1990
June 30, 1988
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 1985
June 30, 1984

464
435
876
457
352
1,014
1,011
416
484
365

$5,408,670
8,520,963
15,277,842
5,776,756
3,651,450
11,532,405
14,821,733
3,718,750
7.490,537
4,039,978

83
116

94
212
35
31
110
102
43

$4,057 669
1,323,560
85,072
986,060
2,225,364
361,516
288,827
1,029,270
869,652
354,535

8,376
8,005
7,686
6,818
6,455
6,315
5,336
4,356
4,050
3,668

$96,245,330
94,894,329
87,696,926
72,504,156
67,713,460
66,287,374
55,116,484
40,583,578
37,894,098
31,273,213

1.4%
8.2%
21.0%
71%
2.2%
20.3%
35.8%
71%
21.2%
13.4%

$11,491
11,854
11,410
10,634
10,480
10,497
10,329
9,317
9,357
8,526

June 30, 1993
June 30, 1992
June 30, 1981
Junhe 30, 1990
June 30, 1989
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 1985
June 30, 1984

39
36
129
38
128
72
96
36
77
16

$982,991
1,202,004
3,408,774

907,997
2,686,748
1,991,318
3,054,160

049,954
1,966,581

281,303

11

w W b~ o

t

82

$212,565
185,248
95,704
71,784
74,724
1,720,032
40,482
18,083
72,560

727
699
672
547
512
387
315
301
267
191

$18,177,698
17,407,272
16,400,516
13,087,446
12,251,233
9,639,209
7,647,891
6,313,763
5,404,291
3,455,803

4.4%
6.1%
25.3%
65.8%
27.1%
26.0%
21.1%
16.8%
56.4%
6.4%

$25,004
24,903
24,406
23,926
23,928
24,908
24,279
20,976
20,241
18,093

* Numbers are estimated, and include other internal transfers.
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June 30, 1993
June 30, 199241
June 30, 1891@
June 30, 1990
June 30, 1989@
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 198513
June 30, 1984

$3,486,322
3,148,364
2,815,819
2,331,243
2,161,247
1,921,949
1,621,470
1,306,937
1,114,997"
950,196

$3,326,627
2,869,772
2,481,018
2,266,871
1,980,008
1,786,648
1,615,723
1,332,956
1,046,982*
833,537

85.4%
91.2%
88.1%
97.2%
91.6%
893.0%
99.6%
102.0%
93.9%
87.7%

$159,695
278,592
334,801
64,372
181,149
135,301
5,747
68,015
116,659

$1,011,864
961,054
907,567
846,935
808,835
806,100
790,463
788,555
738,198
693,148

15.8%
29.0%
36.9%
7.6%
22.4%
16.8%
7%

9.2%
16.8%

June 30, 1993
June 30, 19920
June 30, 1991=
June 30, 1990
June 30, 1984+
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 1985@¢)
June 30, 1984

$639,439
592,518
523,326
422 275
402,021
324,634
283,635
249,673
213,967
175,668

$610,149
540,087
461,103
410,615
368,325
301,780
282 530
254 643
201,164
154,101

95.4%
91.2%
88.1%
97 2%
91.6%
93.0%
99.6%
102.0%
93.9%
87.7%

$29,280
52,431
62,223
11,660
33,696
22,854
1,005
12,803
21,567

$124,025
122,762
120,240
105,135
104,000
102,265
100,839
101,537
92,381
89,118

23.6%
42.7%
51.7%
11.1%
32.4%
22.3%

1.0%

13.9%
24.2%

»*

Estimated

M Ghange in Asset Valuation Method.
% Change of Assumptions.
M Change in Funding Method.
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Junse 30, 1993
June 30, 1892{1)
June 30, 1991{2)
Juna 30, 1990
Juhe 30, 1989(2)
June 30, 1988
June 30, 1987
June 30, 1986
June 30, 1985(2)(3)
June 30, 1984

$551,753
484,590
422,656
380,680
329,966
305,483
216,504
210,115*
169,433
125,534*

$1,021,987
1,783,020
1,621,580
1,285,515
1,217,648
1,030,048
820,853
493,724
465,222
410,235

$1,652,041
1,473,272
1,294,899
1,087,323
1,015,654
911,052
867,648
852,771*
#93,574"
590,085*

$3,936,77%
3,409,859
2,942,121
2,677,486
2,348,423
2,088,428
1,898,253
1,587,599
1,248,146
987,838

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

88.6%
77.5%
69.3%
93.0%
78.8%
82.6%
99.2%
100.0%
88.2%
76.6%

W Change in Asset Valuation Method.
@ Change of Assumptions.

& Change in Funding Method.

*  Estimated

,.-.‘,_.._,_.,,-.‘,.-..._,-..,
o N A o —
- e

Health Expetience
Salary Experience

Investment Experience
Demographic Expetience

Miscellaneous

Gain (or L.oss) During Year From
Experience, (1) + (2} + (3} + {4) + (5)

Non-recurring ltems

(7)
(8)
9
Compaosite Gain (or Loss) During Year,
(8) + (7)) +(8) + (9}

Asset Valuation Method
Assumption Changes

Plan Changes

-21%
-1.41%
T4%

-.88%

- B317% | -1.42% 2.28%
-56% 26% -.07% ~02%
-16% 48% -67% -.39%
1.58% 2.02% 68% 22%

- - .86% 10%

86% -41% -.62% 2.20%
-.88% - - -

- 55% - -

-.02% 4% -.62% 2.20%
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TONY KNOWLES, GOVERNOR

DEPARTMENT OF REVENUE PO. BOX 170400

JUNEAU, ALASKA 99811-0400
TELEPHONE: (907) 465-2300
OFFICE OF THE COMMISSIONER FACSIMILE: (907) 465-2389

Message from the Commissioner of Revenue

The Alaska State Pension Investment Board {ASPIB} assumed fiduciary responsibility for
the PERS Investment Fund on July 1, 1993. During the past fiscal year, a close working
relationship has developed between ASPIB and the Department of Revenue Treasury
Division, which provides the Board with staff support.

There are eightaccounting staff members, headed by the Comptroller, who are responsible
for accounting and safekeseping of investments, data processing and administrative
support. Given the large volume of transactions, the diversity of investments and the many
countries involved, this is a tremendous task. The staff has consistently met the challenges
encountered as evidenced by the timely and accurate information and financial statements
that are prepared for the funds.

Itis recognized by Treasury Division staff that a key to continued success in management
of investments lies in automation ofinformation processing. Consequently, the Division has
made a substantial commitment to using new computer technology in daily operations and
has initiated major changes to the systems used. This is expected to enhance the abilities
of staff to meet the ever increasing demands on their time, while at the same time building
in fiexibility for future changes in investment vehicles and operations.

Portfolio management has a staff of ten. The Chief Investment Officer administers real
estate management, externally managed funds, internal fixed income investments and all
investment contracts. The fixed income portfolio is managed by a staff of three, who have
responsibility for the majority of the fixed income investments. Four people provide
oversight of the real estate portfolio, which is managed by several external specialists.

tn addition to the Department of Revenue staff working for ASPIB, we also coordinate with
the Retirement & Benefits Division, which is located within the Department of Administra-
tion. Because the plan administration resides with the Division of Retirement & Benefits,
the Director of that office meets regularly with Division of Treasury staff. The Director and
the Accounting Services Manager have been instrumental in insuring that this coordinated
effort is successful. Treasury staff are responsible for the investment of those funds, so a
close working relationship between the two departments is necessary.

Alaska Public Employees' Retirermsnt System &
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The Deputy Commissioner is the chief administrator for ASPIB. Coordination of staff, agenda presentation,
and communication flows through that office.

The Department of Revenue staff are extremely pleased ta be working for ASPIB. The Board has had to

assimilate a tremendous amount of infermation in a short time. They are deeply committed to protecting the
funding status and maintaining a strong portfolio of investments. Itis indeed a pleasure to work for them.

WD SO

Rabert D. Storer
Acting Commissioner
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ALASKA STATE PENSION INVESTMENT BOARD

William A. Corbus

Chair
Appointed by the Governor

Merritt C. Olson

TRS representative

Gail R. Schubert Gary M. Bader Ross A. Kinney

Vice Chair FERS raprasantativa Appointed by the Governor

Appaintad by the Gaovernor

Not available

Rohert D. Storer  J. P. “Pat” Wellington Darothy Wells

Statutory representative FERS representative TRS representative
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Acting Commissioner
Robert D. Storer

Vacant Vacant

Chief Investment Cfficer
Robert D. Storer

ASPIB Liaison Officer Comptroller

Investment Officers
Michael 3. Cheung, CFA, Marketable Debt
Jeff Hassler, Real Estate

Cash Management
Vernon B. Voss

Consultants and Performance Measurement
Callan Associates, Inc.
San Francisco, CA

The Townsend Group
Cleveland, OH

Domestic Equity Large Cap

Ark Asset Management Co.. Inc.
New York, NY

DS Advisory Group
Minneapolis, MN

Invesco MIM, Inc.
Atfanta, GA

MacKay-Shields Financial Corporaticn
New York, NY

Newbold's Asset Management, Inc.
Bryn Mawr, PA

Domestic Equity Small Cap
Capital Guardian Trust Co.
Los Angefes, CA
John McSBtay nvestment Counsel
Dallas, TX
The Putnam Companies
Baston, MA
RCM Capital Managemant
San Francisco, CA

Tactical Asset Allocation
Wells Fargo Nikko investment Advisars
San Francisco, CA

Domestic Equity Index
State Street Glabal Advisors
Boston, MA

Global Equity
Lazard Freres Asset Management
New York, NY
Miller, Anderson & Sherrerd
West Conshohocken, PA

Internationa! Equity—EAFE
J. P, Morgan Investment Management, Inc.
London, England

International Equity—Europe
Citibank Global Asset Management

New York, NY

International Equity—Pacific Basin EX Japan
G.T. Capital Management
8an Francisco, CA
Wellingten Managemant Co.
Raston, MA

International Equity—Emerging Markets
Capital Guardian Trust Company
Los Angeles, CA
J.P. Morgan Investment Management
New York, NY

Real Esiate Management

AETNA Realty investars
Hartford, CT

Equitable Real Estate Investment Mahagement
frvine, CA

Hancock Realty Investars, Inc.
Boston, MA

JMB Institutional Realty Corporation
Chicago, IL

Koll Investment Management
Newport Beach, CA

4P Margan investment Mgmt. Inc.
New York, NY

Sentinel Real Estate Corporation
New York, NY

Domestic Fixed Income
Treasury Investment Offlcers
Robert Storer Michael Cheung, CFA
John Jenks, CFA  Chris Phillips

Investment Advisory Council
Mark T. Finn—Dieita Financial Services, Inc.
Ronald J. Surz—Performance Presentation
Consulting Alliance
Robert A Haugen—UCLA-Irvine

Independent Auditors
KPMG Peat Marwick
Anchorage, AK

Globhal Master Custodian
State Street Bank & Trust Co.
Boston, MA

Legal Counsel
Wohiforth, Argetsinger, Johnson & Brecht
Anchorage, AK
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After three years of moderate recovery, the U.S.
economy surprised Wall Street experts with a sec-
ond quarter surge of 6.7% in the Gross Domestic
Product (GDP) growth rate. The economy averaged
4% for the year despite a harsh winter and natural
disasters that disrupted the sconomic performance
in important regions of the country.

The job picture also improved during fiscal year
1984. An average of over 200,000 new jobs each
month helped lower the nation’s unemploymentrate
from 6.7% 10 6.0% at the end of the fiscal year.

Most economic indicators also reflected strength in
the U.S. economy. On a monthly basis, the Federal
Reserve Board releases the industrial production
index, which measures production by manufactur-
ing, mining, and utility companies. Among these
three components, manufacturing represents roughly
85% of the totalindustrial output. The index reported
solid growth rates for the year, with the industrial
production capaciy utilization rate rising from 81%
1o the year-ending leve! of 83.4%. For example, the
biggest problem for U.S. automobile manufacturers
during the year was the struggle to meet strong
customer demand. Despite a vigorous ecohomy,
inflation remained subdued. The Producer Price
Index (PP}, an index of prices received by produc-
ers of goods and commuodities, provides useful his-
torical information on price pressures at the produc-
tion level. The index finished the year unchanged.
Another measurement that pravides information on
historical inflation is the Consumer Price Index (CPI).
This index measures prices for a fixed basket of
goods and services that consumers regularly buy.
CPi closed out the year with a small gain of only
2.5%. These benign inflation numbers did not pre-
ventthe Federal Reserve Bank from raising interest
rates for the first time in five years.

During the fiscal year, Federal Reserve Chairman
Alan Greenspan continued to stress the need to end
the accommuodative monetary policy. Greenspan
cited the Federal Reserve Bank’s mandate to main-
tain price stability and reaffirmed the importance of

taming inflation while it was stillmanageable. During
the year, officials at the Federal Reserve Bank
noticed the persistent strength of the economy and
its diminishing spare capagcity. They believed sus-
tained GDP growth above 2.5% could generate price
pressures. Officials at the Federal Reserve Bank
considered the 4% average GDP growth rate in
fiscal year 1994 as a catalyst for future inflation.
Historical inflation indicators like PPland CPl are not
reliable predictors of future inflation. Instead, the
Federal Reserve Bank relies on forward looking
inflation indicators. Chairman Greenspan continued
tostress the importance of these indicators in formu-
lating the Federal Reserve’s monetary policy.

In his February Humphrey-Hawkins testimony be-
fore the U.5. Congress, Chairman Greenspan ex-
plained that commaodity prices and especially the
price of gold are key indicators for future inflation
expectations. During the year, the Knight Ridder
Commodity Research Board Index jumped from 210
to 230, anincrease of 9.5%, reflecting a heightened
concern about future infiation. Additionally, the price
of gold shotup from the $360 per oz. level and closed
out the year at $393 per oz.

The decline of the U.S. doliar in the infernational
currency market also added incentive for the Fed-
eral Reserve Bank to raise interest rates. in the
second half of fiscal year 1994, the U.S. dollar lost
nearly 10% of its exchange value versus the Deustche
Mark and the Japanese Yen. Most experts believe a
weak U.S. dollar will lead to higher import prices and
inflation.

After much speculation, the Reserve Bank raised
the Federal Funds rate by 0.25% in February. By the
end of the fiscal year, it had raised the rate three
more times. This represented an increase of 1.25%
in the Federal Funds rate and caused an upward
shift in short term U.S. Treasury vields.

The Federal Reserve Bank sxpected the recent
interest rate hikes would curb economic activities
and inflation expectations. Federal Reserve officials
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also hoped to convey the message to investors that
the Federal Reserve Bank is determined to maintain
price stability.

During the year, there were two events that should
counter inflationary pressures. The U.S. Congress
passed the North America Free Trade Agreement
(NAFTA) during the first half of fiscal year 1994.
NAFTA calls for the dismantling of trade harrisrs and
tariffs between the United States, Mexico, and
Canada. Another set of trade barriers may fall if the
participating countries ratify the Uruguay round of
the General Agreementon Trade and Tariffs (GATT).
Over one hundred countries favor the agreement,
which is also supported by the Clinton Administra-
tion. The U.S. Congress is expected to vote on

GATT this fall. The lowering of barriers to entry and
transaction costs equates to a tax cut for the export
sector. Eventually, increased productivity and effi-
cient allocation of resources will he achieved. Ulti-
mately, free trade means cheaper and better prod-
tcts for consumers.,

The economy closed out the year with two pressing
questions. The first one was “Will the economy
continue its strong growth in fiscal year 19957" The
second guestion was "Will inflation surge in fiscal
year 1995?” Most economists predicted the economy
would maintain the momentum and achieve some
additional growth during the first half of fiscal year
1995.
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Fiscal year 1994 was the first year that the Alaska
State Pension Investment Board (ASPIB) had fidu-
ciary responsibility for the assets of the Public Em-
ployees’ Retirement System. The Board's role is to
provide responsive and sound investmentmanage-
ment oversight of the PERS Fund.

The Trustees of ASPIB engaged the independent
cansulting firm of Callan Associates, Inc. to provide
investment consuliing services, assetallocation and
perfarmance measurement. Asset allocation is pai-
ticularly important because studies have shown that
the allocation decisions account for over 95% of the
retums.

Asset allocation was reviewed at several ASPIB
meetings last winter and spring. The Board engaged
in a rigorous study of the expected returns and risk
parameters for each asset class. The Board then
considered an array of asset mixes to provide the
optimal combination that balanced risk with returns
over the long-term. An important function of the
review process is acomplete evaluation ofthe Public
Employees’ Retirement System’s liabilities to insure
that expected returns meet future liabilities. At the
April 1994 ASPIB meeting, the current asset alloca-
tion plan was adopted, and the Board committed
itself to an annual review of asset allocations.

Investment returns (+2.71%) for the fiscal year were
considerably lower than in recent years, but com-
pared very favorably to other Public Retirement
Funds. Returns for every assetclass (Fixed Income,
Domestic Equities, International Equities and Real
Estate) produced higher returns than their appropri-
ate banchmark indices.

The financial markets suffered in response to the
Federal Reserve Bank raising interest rates four
times between February 4, 1994 and May 17, 1994,
The 1.25% increaseinshortterm rates by the Federal
Reserve Bank was in response to an accelerating
economy and concerns thatan accelerating economy
would stimulate inflation.

This year marks the second consecutive year that
performance has ranked well above median on a
comparative basis. On a three {(+2.41%) and five
(+9.09%) year basis, total fund annualized returns
are comparable to other public funds.

Fixed Income

The Pubtic Employees’ Retirement System’s (PERS)
$2.017 hillion of fixed income investments are man-
aged by staff of the Alaska Department of Revenue,
Treasury Division. Although fiscal year 1994 was a
difficult period for fixed income investments, the
portfolio outperformed the benchmark, the Lehman
Brothers Government Corporate Index. PERS three
and five year returns are excsllent on an absolute
basis and when compared to the index.

The conservative investment approach that gener-
ated significant returns in prior years helped shield
the Fund’s assets during fiscal year 1994, While the
Fund's fixed income investments produced a nega-
tive return of 1.01 percent, it did relatively well
compared to a negative 1.45 percent for the index.

The portfolio was structured to reduce the impact of
rising interest rates. At the end of fiscal year 1994,
the portfolic had approximately $70 million in unre-
alized gains. Additionally, the portfolio had a yield to
maturity of .98 percentcompared o 5.77 percent at
the end of fiscal year 1993, Fiscal year 1994's fixed
income returns were favorable when measured
against the Lehman Brothers Government Corpo-
rate Index.

The three andfive yearreturns are excellentboth on
an absolute basis and compared 1o the index. These
results were produced by a strategy designed for
consistent long-term returns with limited risk. The
strategy is based on three key principles.

First, investing is a long-term undertaking. There-
fore, long-term trends, objectives, and risk/return
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analysis should guide the process. Short-term op-
portunities ar trends may appear but the long-term
focus must not be lost.

Second, investment effort should be focused where
the long-term risk return retationship is most advan-
tageous. Research, based on data from 1926 to
1993, found that corporate bonds have produced
greater returns with fess risk than governmentbonds
of similar maturity. PERS’ investments are focused
ohintermediate corporate and governmentbonds (5
to 12 year maturity) because research has shown
that these bonds have produced supearior returns
with significantly less risk than long-term bonds.

Diversification and risk control are the final keys to
the PERS investment portfolio. The corporate bond
investments are restrictedto investment grade bonds.
There are no “junk bonds™ in the portfolio. PERS will
not purchase more than 10% of any individual issue
and no individual issuer's debt will comprise more
than 5% of the total portfolio. These and other
restrictions preserve the liquidity of the portfolio and
provide excellent diversification.

Many of the market conditions that helped produce
stellar returns in the prior few years were no longer
apparent in fiscal year 1994, The Lehman Brothers
Government Corporate Index had a negative return
for the first time since fiscal year 1981. Several
national and international econcmic and market
factors affected the portfolio’s return. The economy’s
strong performance heightened concerns about ris-
ing inflation. On February 4th, for the firsttime infive
years, the Federal Reserve Board raised short term
interest rates. The fixed income market reacted
negatively to this preemptive move to control infla-
tion. The market struggled to interpret the rate in-
crease. Had the Federal Reserve acted to head off
future inflationary pressures or was inflation, low at
the time, about to increase? Investors’ psychology
changed rapidly as they demanded higher yields on
long-term fixed income investments. The Federal
Reserve raised short term interest rates three more
times during the spring in an effort to slow growth
and convince the fixed income market that inflation
would notbecome amajor problem, Simultaneously,
a slow recovery in the European economies stopped
the decline of interest rates there, hut as interest

rates began to rise in Europe and trade friction with
Japan continued, the dollar lost value. This reduced
the demand for U.S. dollar investments from aver-
seas. Inflation concerns increasedbecause imported
goods would cost more in dollar terms. Negative
investor sentiment was reinforced by the decline in
the dollar exchange rate. The net result was signifi-
cantly higher short- and long-terin interest rates.

The impraving economy did boost investment re-
turns indirectly. The strong economy helped reduce
the required credit premium on carperate bonds.
Additionally, issuance of new corporate bonds was
down 70 percent from the previous year. As aresult,
corporate bonds had better performance than U.S.
Treasury securities with similar maturities. In fiscal
year 1994 the PERS portfolio continued to enjoy the
higher yield of corporate bonds.

The PERS portfolio had a slightly shorter maturity
and a greater concentration in high grade corporate
bonds than the Lehman Brothers Gavernment Car-
parate index. Itisthese two characteristics that gave
the portfolio its return advantage over the index.

Equities

The well-diversified investments of the Public Em-
ployees' Retiremeant System’s $1.8 billion domestic
equity and $400 million international equity portfo-
lios are designed to limit risk from a specific com-
pany or economic region. This is achieved by hiring
multiple equity managers who have a record of
accomplishments with specific types of portfolios
and mandates.

Domestic equity managers are contracted by the
Alaska State Pension Investment Board because of
their expertise in managing specific portfolios such
as domestic equities, growth stocks, andvalue stocks.
Portfolio management is further subdivided by large
and small captitalized companies.

Multiple managers are employed to reduce risk in a
given style or mandata. Should growth stocks per-
form poorly, for example, another style such as
value stocks or smaller company stocks may well
have greater returns.
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The same approach is employed with the interna-
tional equity portfolio. Several external managers
are employed who have regional experlise. This is
exemplified by the Fund's approach to using manag-
ers for our European and Pacific Basin portfolios
who have demonstrated their skills in these areas.

The domestic and internatichal equity portfolios con-
tinued to benefit from the restructuring of these
respective portfolios in the prior fiscal year. The
domaestic equity portfolio returned 3.68% fortheyear
which compares favorably to the benchmark 8 & P
500 Index return of 1.24%. Returns for longer peri-
ods also show better performance than the compa-
rable indices. The annualized results for three years
15 10.11% versus indexreturns 0f9.27% and 10.68%
for five years versus 10.28%.

International equities provided the highest returns of
any asset class for the fiscal year. These assets
earned 24.58% for the year ending Junhe 30, 1994,
These returns exceeded the benchmark EAFE (Eu-
rope, Australia and Far East) Index by over 7.50%.
As was the case for domestic equities, the interna-
tional equity portfolio had returns in excess of the
EAFE Index for longer periods of time. The annual-
ized rate of return for three years is 13.66% verstls
11.82% for the benchmark index and 9.23% versus
5.02% for five years.

Quarterly Highlights
Quarter ending September 30, 1993:

Bomestic and international equity portfolios had
positive returns for the quarter. The best performing
sectors were utilities and financials, with returns of
7.00% and 6.94%, respectively. The weakest sec-
tors were consumer staples and raw and intermedi-
ate materials, with returns of 2.88% and negative
1.17%, respectively.

International equity portfolios, the best performing
asset class far the quarter, were aided by Singapore
{+19.3%), Malaysia (+19.8%), and Italy (+19.5%).
Japan, the largest component of the index, returned
3.5%.

Quarter ending December 31, 1993:

Domestic and international equities continued to
have positive returns with the latter returning 18.07%
in only three months. In the domestic portfelio,
consumer basics represented the largest sector
weighting with a 9.4% return. As the specter of rising
interest rates loomed, the finance sector performed
poorly and returned a negative 6.4%.

International equities benefited from high returns in
Hong Kong (+54.9%), Malaysia (+37.9%) and
Singapore (+27.2%). ltaly (-2.7%) and Japan
{-14.3%)} and a strengthening dollar inhibitad returns
ta the international portfolio.

Quarter ending March 31, 1994:

On February 4, 1994, the Federal Reserve Bank
raised interest rates .25% for what would be the first
of four interest rate increases. The event had a
strong effect on the domestic equity portfolia with
returns of a negative 3.31%. Basic industry and the
technology sectors had modestly positive returns
with the rest of the market sectors all contributing
negative returns.

Italy (+26.6%), Japan {+16.3%) and several Scandi-
navian couniries added positive returns in local
currency terms, but a weakening dollar aided mast
European countries. The Fund’s performance suf-
fered by overweighting the Pacific Basin EX-Japan
and returned a negative 6.12%.

Quarter ending June 30, 1994:

Although the Federal Reserve Bank raised interast
rates three times in the quarter, the domestic equity
portfolio posted modest gains, Large capitalized
stocks as measured by the S & P 500 IndexX returned
A40% which well outpaced smaller companies as
measured by the Russell 2000 Index (-3.89%).

Internationail equities were the best performing as-
set class for the quarter. The Japanese equity mar.
ketcontinued to be one of the best performing equity
markets {(+11.8%). Japanwas folowed by Singapore
{+8.3%) and New Zealand (+6.7%). Continental
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Europe suffered with italy (-4.8%), France (-4.2%),
and Spain (-33.2%) offering the poorest returns.

Real Estate

The Public Employees’ Retirement System (PERS)
currentty has $116 million invested in real estate
equities, through commingled funds, administered
by nationally recognized investmentmanagers. Dur-
ing fiscal year 1994 the real estate market coptinued
its steady improvement.

The NCREIF Index, a national barometer of com-
mingled fund performance, had positive returns for
the first time in five years, posting a total return of
4.08%. The real estate equities held by the PERS
substantially outperformed the NCREIF Index with
an FY 1994 total returh of 7.04%. This return is also
a marked improvement over the portfolio’s three
year (-2.03%) and five year (-2.86%) performance
figures.

While the real estate market has enjoyed continuing
improvement, different praperty types and geographi-
cal locations have experienced varying degrees of
success. Apartments have outperformed all other
income producing property types aver the past year.
Nationally, demand has expanded faster than sup-
ply despite an upsurge in home purchases. Apart-
ment construction is increasing as vacancies fall
and construction money becomes more readily avail-
able. While prices in some markets have peaked,
continued institutional and real estate investment
trust appetites for new apartment investments are
continuing to drive values up nationwide.

Market fundamentals for industrial properties have
shown moderate improvementas the economy con-
tinues to expand. As very little construction is occur-
ring, vacant space remaining from the 1980sis being
slowly reduced. Factors deterring a more rapid growth
inoccupancy include ongoingcorporate downsizing,
the continuing effects of defense cuts, andthe grow-
ing use of new, less space intensive distribution
technologies. Although current income growth has
been limited, competition for product has revalued
industrial properties upward.

Premium retail properties have experienced upward
price movements in response to retail sales im-
provement and, again, competition for product. The
most desired property types continue to be the upper
tier regional and super-regional malis and so called
“power centers.” Tenants in these centers typically
include stores similar in concept to Wal-Mart, Sam'’s
Club, Office Max, and Jo-Ann Fabtrics. The upper tier
maills are considered to be the least likely to suffer
from the competition of “power centers” and the
churning in the department store industry, which is
leading to the creation of financially stable, butfewer
chains. Because of the changing retail environment,
institutionalinvestors are extremely selective in their
retail property purchases,

The office market remains saturated because of
extensive cver-building during the 1980s and corpo-
rate downsizing. Thanks mainly to improving subur-
ban markets and several revitalized urban areas,
investor pessimism is declining. Because there are
massiva inventaries of vacant space in some mar-
kets, write downs will continue in the office sector.

Real estate investors constantly monitor changesin
the market. Prominent examples of markets in change
include: the Northeast and East, which are in the
initial stages of recovery, although several specific
downtown markets such as Boston, New York, and
Philadelphia remain relatively flat; the Washington,
D.C. area Is well into recovery, especially the sub-
urbs; and Mountain States are doing very well with
cities like Las Vegas, Denver, and Phoenix experi-
encing significant population and job growth. The
Southeastis one of the most promising regions inthe
United States for employment growth, butthe subre-
gion drawing the most attention is the i—85 cotridor,
which runs from Atlanta northeast to Raleigh—
Durham. Portions of Southern California continue to
face challenging economic conditions,

As the perceived risk of owning real estate declines,
real esiate investment trusts, pension funds, indi-
vidual and institutional investors are investing bil-
lions of dollars in the real estate market. The result
has been more competition for quality properties
and escalating prices.
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Marketable Debt Securltles
.S, Government Debt $ 850,199 1,003,965 318,804 379,751 884,568
Faderal Agency Debt 56,342 61,275 6,218 10,000 56,611
Corporate Debt 749,302 B40D,810 36,135 149,646 712,380
Commercial Paper 99 887 89,859 1,067,474 1,002,991 164,356
Other Dollar Denominated

Securities - - 124,768 - 130,082
Equity Securitles
Domastic Equity Pool 1,384,059 1,540,814 57,359 4,640 1,493,641
Intarnational Equity Poot 283,238 288,175 72,551 - 325,978
Emerging Markets

Equity Pool - - 36,247 - 35,300
Real Estate
Morntgage Loans,

Net of Allowance 8,368 8,368 - 2,704 5,664
Real Estate Eguity

Investments 155,164 113.438 7,449 4,788 167,657
Total Investments $3,586,650 3,956,804 1,727,005 1,554,530 3,966,237

843,018
57,493
727,399
164,342
124,768
1,693,533
360,728

36,247

5,664

—116.089

4,129,279

22.84%
1.39%
17.861%
3.98%
3.02%
38.68%
B.74%

0.88%

0.14%

2.81%

100.00%
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S&P 500 = Standard and Poor's Domaestic Equity Stock Index
EAFE Europe, Australia, and Far East Stock index
NCREIF National Council of Real Estate Investment Fiduciaries

Al

Total Fund

PERS 10.05%} 7.21%| 11.60%]|14.25%| 2.71%j| 9.41%| 9.09%

CFi 4.68%) 4.69%| 3.09%| 2.82%| 2.39%j| 2.73%| 3.44%
U.S. Common Stock Returns

PERS Domestic Equity 16.50%) b5.87%| 11.10%] 15.68%| 3.68%||10.11%] 10.68%

S&F 500 16.41%5 7.41%| 13.45%| 13.568%| 1.24%]|| 9.27%] 10.28%
International Stock Returns

PERS international Equities 15.04%} -7.97%| 7.74%| B8.44°%| 24.58%1|13.66%| 9.23%

Morgan Stanley Capital Internt't EAFE 3.26%|-11.53%| -0.64%| 20.28%| 17.00%}|11.82%| 5.02%
Daomestic Fixed Income

PERS 6.85%f 10.32%| 15.10%| 15.17%| -1.01%}| 9.48%| 9.11%

Lehman Brothers

Govermnment/Carporate 7.11%) 10.21%)] 14.17%] 13.15%| -1.45%}| B.38%]| B8.49%
Real Estate Equity

PERS -6.32%-12.11%| -6.24%| -0.93%| 7.09%i| -2.03%| -2.86%

NCREIF Index 1.46%)] -6.08%| -4.80%| -3.66%| 4.08%i|-2.19%| -.46%
CPI = Consumer Price Index
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Investment Advisors
Dorn, Helliesen & Cottle
Callan Associates, Inc.
Investment Advisary Council

Performance Measurement
Callan Associates, Inc.

Real Estate Consultants
The Townsend Group

Domestic Equity Managers
Ark Asset Management Co,, Inc,
Capital Guardian Trust Co.
IDS Advisory Group
Invesco MIM, Inc.
John McStay Investment Counsel
MacKay-Shislds Financial Corp.
Newbold's Asset Management, Inc.
The Putnam Companies
RCM Capital Management
State Street Global Asset Management

Tactical Asset Allocation Managers
Waells Fargo Nikko Investment Advisors

Global Equity Managers
Lazard Freres Asset Management
Miller, Anderson & Sherrerd

Internatlonal Equity Managers
Citibank Global Asset Management
G.T. Capital Management
Wellington Management Co.

Total

J.P. Morgan Investment Management, Inc.

$ 15834
5,093
41,010

93,975

8,463

617,701
189,842
431,939
461,667
575,830
214,033
215,961
433,063
421,414
157,442

585,046

400,227
550,086

208,382
300,329
329,888
287,005

$6,544,230
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85




Investment Section

This page intentionally left blank,

66 4 Alaska Public Employees’ Retirement System




PERS

STATISTICAL SECTION







Statistical Section

1984 25,803 3,859 1,333 7,849 38,844
1985 27,183 4,317 1,525 7,945 40,970
1986 27,643 4,657 1,766 8,185 42,221
1987 26,762 5,651 1,921 3,965 38,2598
1988 26,676 6,702 1,898 3,101 38,377
1989 28,044 6,967 2,314 3,365 40,690
1990 29,086 7,365 2,745 3,695 42,891
1991 29,840 8,358 3,015 4,108 45,321
1992 30,721 8,704 3,249 4,380 47,054
1993 30,972 9,103 3,572 4,721 48,368

1984 3,859 63.80 $ 750
1985 4,317 63.82 836
1986 4,657 64.05 839
1987 5,651 60.39 925
1988 6,702 62.82 945
1989 ' 6,967 63.28 957
1990 7,365 63.62 968
1991 8,358 63.15 1,038
1992 8,704 63.58 1,075
1993 9,103 £3.98 1,047
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$ 1-$300
301 - 600
601 - 800
901 - 1200
1201 - 1500
1501 - 1800
1801 - 2100
2101 - 2400
2401 - 2700
2701 - 3000
over 3000

144
178
108

709
1,582
1,044

718

475

292

179

132

148
368
311
173
125
81
&5
50

125
254
168
128
72
56
42
27
23
10

42
127
144

_ Totals

$ 1-%300
301 - 600
601 - 900
901 - 1200
1201 - 1500
1501 - 1800
1801 - 2100

2101 - 2400

2401 - 2700

2701 - 3000

over 3000

12
44
58
53
53
69
79
69
88
68
134

122

PR W 4 e

DhMNNWUEHWLW~NA <O,

26
38
35
30
41
35
29
36
26
52

— O
Mo WD~ o~ddP S

ey
o]

——h
OO ~dNT R —

—

Totals .

Tvpe of Retitement

1 - Normal retirement

2 - Survivor payment

3 - Disability retirement

Option t - Whole Life Annuity

Qption 2 - 75% Joint and Survivor Annuity
Option 3 - 50% Joint and Survivor Annuity
Option 4 - 66-2/3 % Joint and Survivor Annuity

G8
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Statistical Section

Period 7/1/92 - 6/30/93:
Average Monthly Benefit*
Number of Active Retirants

Period 7/1/91 - 6/30/92:
Average Monthly Benefit
Number of Active Retirants

Period 7/1/90 - 6/30/97:
Avarage Monthly Benefit
Number of Active Retirants

Period 7/1/89 - 6/30/9Q:
Average Monthly Benefit
Number of Active Retirants

Period 7/1/88 - 6/30/89;
Average Monthly Benefit
Number of Active Retirants

$ 558
23

$584
19

$ 708
40

$627
46

$712
47

$ 449
158

$498
161

$ 561
267

$ 430
181

$414
155

$ 866
143

$ 842
138

$928
282

$ 830
124

$771
83

$1,343
83

$ 1,240
71

$1,379
154

$2,029
36

$ 1,941
32

$ 1,962
76

$ 1,856
30

$1,791
18

$2,534
13

$ 2,350
8

$ 2,781
42

$3,223

$2,758
6

$ 3,235
15

$3352

Period 7/1/92 - 6/30/93;
Average Monthly Benefit*
Number of Active Retirants

Period 7/1/91 - 6/30/92:
Average Monthly Benefit
Number of Active Retirants

Period 7/1/90 - 6/30/91;
Average Monthly Benefit
Number of Active Retirants

Period 7/1/89 - 6/30/90:
Average Monthly Benefit
Number of Active Retirants

Period 7/1/88 - 6/30/89;
Average Monthly Benefit
Number of Active Retirants

$1,047

$ 1,552
4

$1,522
7

$1,176
4

$ 866
2

$ 546

$ 955

$401

$490

$984
8

$1,078

$ 1,040

$ 1,047

18

$ 805

$ 3,459
1

$ 1,648

$1,427
8

$ 1,961
29

$1,853
12

$1,330
2

$ 2,700
17

$ 2,499
11

$ 2,588
34

$ 2,387
9

$ 2,050
4

$3,808
1

““Average Monthly Benefit" included post-retirement pension adjustments and cost-of-living increases.
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PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR COMPARISON OF VALUATION ASSETS AND ACCRUED LIABILITIES

$ 4,500,000,000
4,000,000,000
3,500,000,000
3,000,000,000
2,500,000,000
2,000,000,000

1,500,000,000
1,000,000,000

500,000,000

T ) ) T

1984 1987 1988 1989 1993

B Assofs Licbiities

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR COMPARISON OF REVENUES AND EXPENSES

$ 800,000,000 7
700,000,000 -

600,000,000 -

500,000,000

400,000,000
300,000,000
200,000,000

100,000,600

0.

1891

1885 18986 1987 1988 1989 1990 1992 1993 1994
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Statistical Section

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR BREAKDOWN OF REVENUES BY SOURCE

$ 500,000,000
450,000,000
400,000,000
350,000,000
300,000,000
950,000,000 |
200,000,000
150,000,000

Jf am

1993 1994

< “all

1985 1986 1987 1988 1989 1980 1991 1992

B Net Investment Income  E Employer Contributions Employee Contributions

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR BREAKDOWN OF EXPENSES BY TYPE

$ 140,000,000
120,000,000

100,000,000
80,000,000

60,000,000

40,000,000

20,000,000

19856 1986 1987 1988 1989 1980 1991 1982 199 1994

B Retirement Medical
Benefits Benefits
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Statistical Section

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
INVESTMENT PORTFOLIO
Year Ended June 30, 1994

Real Estate Equities 2.81%
Emerging Markets 0.88% Loan and Morlgages 0.14%

International Equity Poal
8.74%

United States Government
Debt 22.84%

Federal Agency Dabt 1.38%

Domestic Equity Pool
38.58%

Corporate Bonds, Notes, and
Debentures 17.62%

Commercial Paper 3.98%

Other Dallar Denominated
Securites 3.02%

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR COMPARISON OF ACTIVES AND RETIREES

35,000 7

30,000

25,000 - |

20,000 -
15,000 .
10,000 -

5,000 ||

0 :
1985 1986 1987 1988 1989 1950 1991 1962 1993 1994

mActives Retired
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Employer Contribution Percentage

Adak Region School District 15.08
Akutan, City of 10.74
Alaska, State of

Paolicemen, Firemen 17.22

All Other Employees 1542
Alaska Gateway School District ' 10.18
Alaska Housing Finance Corperation 10.52
Alaska Municipal League 15.00
Alaska, University of 10.80
Alaska Geophysical Institute, University of 10.80
Aleutian Housing Authority 14.34
Aleutian Region School District 0.00
Aleutians East Borough 10.65
Aleutians East Borough School District 12.09
Aleutians West Coastal Resource Service Area 7.76
Allakaket, City of 10.18
Anchorage, Municipality of 12.33
Anchaorage Parking Authority 4.39
Anchorage School District 14.64
Annette Island School District 4.89
Atka, City of 947
Barrow, City of 2.80
Bartlett Memorial Hospital 10.70
Bering Straits Coastal Resource Service Area 0.00
Bering Strait School District 5.37
Bethel, City of 7.83
Bristo! Bay Borough 11.88
Bristol Bay Borough School District 15.61
Bristol Bay Coastal Resource Service Area 13.79
Bristol Bay Housing Authority 0.42
Chatham School District 7.91
Chugach Regional School District 3.93
Cook Inlet Housing Authority 14.05
Copper River Basin Regional Housing Authority 11.60
Caopper River School District 10.68
Cordova, City of 12.19
Cordova Community Hospital 5.00
Cordova Public Schools 14.92
Craiq, City of 7.56
Craig School District 9.53
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Employer (continued)

Detta/Greely School District
Denali Borough

Denali Borough School District
Dillingham, City of

Dillingham City School District

Elim, City of

Fairbanks, City of

Fairbanks Municipal Utility System

Fairbanks North Star Borough

Fairbanks North Star Borough School District
Fort Yukon, City of

Galena, City of
Galena City Schools
Grayling, Gity of

Haines Borough

Haines Borough School District
Haines, City of

Homer, City of

Hoonah, City of

Hoonah City Schools

Hooper Bay, City of

Huslia, City of

Hydaburg City Schools

Iditarod Area School District
Interior Regional Housing Authority

Juneau Borough School District
Juneau, City and Borough of

Kachemak, City of

Kake City School District

Kaltag, City of

Kashunamuit School District

Kenai, City of

Kenai Peninsula Borough

Kenai Peninsula Borough School District
Ketchikan, City of

Ketchikan Gateway Borough

Ketchikan Gateway Borough School District
King Cove, City of

Contribution Percentage

9.57
10.18
4.58
4.25
14.38

14,18

2298
22.98
0.00
6.86
0.00

0.00
0.00
12.00

8.83
8.64
5.00
11.09
0.00
32.70
12.20
7.18
9.54

2.72
13.96

12.73
12.15

10.18
10.18
11.12

9.63

391
12.29
14.23
23.11
11.75
15.04

0.65
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Employer (continued) Contribution Percentage
Kivalina, City of 6.31
Klawock, City of 2213
Klawock City School District ' 8.75
Kodiak, City of 11.38
Kodiak Island Borough 10.51
Kodiak Istand Barough Schaol District 8.25
Kotzebue, City of 0.00
Koyuk, City of 15.08
Kuspuk School District 6.33
Lake and Peninsula Borough 12.43
Lake and Peninsula School District 6.83
Lower Kalskag, City of 10.18
Lower Kuskokwim School District 5.71
Lower Yukon School District 7.02
Marshall, City of 10.18
Matanuska-Susitna Borough 10.68
Matanuska-Susitna Borough School District 10.69
Mekoryuk, City of 10.18
Mountain Village, City of 11.68
Nenana, City of 0.00
Neanana City Public Schools 0.00
Nome, City of 8.47
Nome Public Utilities 0.00
Nome City Public Schools 2.86

. Noorvik, City of 7.06
North Pacific Fisheries Management Council 1.31
North Pole, City of 0.00
North Slape Borough 4.88
North Slope Borough School District 8.99
Northwest Arctic Borough 6.23
Northwest Arctic Boreugh School District 0.00
Nuigsut, City of 19.66
Old Harbor, City of 13.20
Palmer, City of 12.58
Pelican, City of 7.41
Pelican Schools 16.14
Petersburg, City of 15.94
Petersburg General Hospital 15.94
Petersburg Public Schools 15.94
Pribilof Regional School District 5.67
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Statistical Section

Employer (continued)
Quinhagak, City of |
Ruby, City of

Saint George, City of

Saint Mary’s, City of

Saint Mary's School District

Saint Paul, City of

Sand Point, City of

Saxman, City of

Selawik City Council

Seward, City of

Seward General Hospital
Shishmaref, City of

Sitka, City and Borough of

Sitka Community Hospital

Sitka Borough School District
Skagway, City of

Skagway City School District
Scldotna, City of

Southeast Islands School District
Southeast Regionhal Resource Center
Southwest Region Schools
Special Education Service Agency

Tanana, City of
Tanana City School District
Thorne Bay, City of

Unalakleeat, City of
Unalaska, City of
Unalaska City School District

Valdez, City of
Valdez City Schools

Wainwright, City of
Wasilla, City of
Whittier, City of
Wrangel!, City of
Wrangeslt City Schools

Yakutat, City and Borough of
Yakutat City School District
Yukon Flats School District
Yukon-Koyukuk Schaol District

Contribution Percentage
10.18
0.00

37.10
5.02
7.73
0.00

11.54

27.05
5.00
7.92

28.20
7.50

16.48

10.78

14.07
348

21.85

13.86
7.97
332
1.32
6.69

0.00
8.72
3.22

8.73
(.00
5.97

7.06
11.77

16.69
11.03

4.17
12.65
12.55

10.46
10.18
0.00
0.00
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Plan Summary

OnJanuary 1, 1961, the Alaska State Legislature established the Public Employees’ Retirement System
(PERS). Chapter 82, 1986 Session Laws of Alaska, created a two-tier retiremant system. Members
who were first hired under the PERS before July 1, 1986, are eligible for different benefits than members
hired after June 30, 1986. The Commissioner of the Department of Administration is responsible for
administering the System. The Public Employees’ Retirement Board prescribes policies and regula-
tions and performs other activities necessary to carry out the provisions of the System. The Alaska State
Pension Investment Board is responsible for managing and investing PERS funds. The Attorney
General represents the system in legal proceedings.

Employers

Currently there are 155 employers participating in
the PERS, including the State of Alaska and 154
political subdivisions and public organizations.

Members

Membership is mandatory for all permanant full-
time and part-time employees of the State of
Alaska and participating political subdivisions and
public organizations, unless they are specifically
excluded by Alaska Statute or participation agree-
ments. Employees participating in the University
of Alaska's Optional Retirement Plan or other
retirement plans funded by the State are not cov-
ered by the PERS. Elected officiais may waive
PERS membership.

Credited Service

Permanent emplayees who work at least 30 hours
a week earn full-time credit; part-time employees
working between 15 and 30 hours a week earn
partial credit based upon the number of hours
worked. Members receiving PERS occupational
disabiiity benefits continue to earn PERS credit
while disabled.

Members may claim other types of service, includ-
ing military, temporary, Alaska Bureau of Indian
Aftairs, and pre-1961 service with the State, former

Territary or U.S. Governmentin Alaska. Members
may also claim certain elected official, peace of-
ficer, correctional officer, and fire fighter service
that was not creditable at the time it was per-
formed. Leave without pay occurring after June
13, 1987, while a member is receiving Workers’
Compensation may be claimed.

Employer Contributions

Individual contribution rates are established for
each employer based upon consolidated and past
service rates.

The consolidated rafe is a uniform rate for all
participating employers, which is amortized to
include future service liabilities (less the value of
members’ contributiens) for the members’ future
setvice,

The past service rate is determined separately for
each employer to amortize their unfunded past
service liability with level payments over 25 years.
Funding surpluses are amortized over five years.

Member Contributions

Police and fire members are required to contribute
7.5% of their compensation; all other members
contribute 6.75%. Members’ contributions are
deducted from gross wages before federalincome

(Continued)
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taxes are withheld. Member contributions are
required for most types of claimed service. Mem-
bers may voluntarily contribute up to an additional
5% of their compensation. Members’ contribu-
tions earn 4.5% interest, compounded semiannu-
ally on June 30 and December 31.

Terminated members may receive refunds of their
member contribution accounts, which includes
their mandatory and voluntary contributions, in-
debtedness payments, and interest earned. Ter-
minated members’ accounts may be attached to
satisfy claims under Alaska Statute 09.38.085,
federal income tax levies and valid qualified do-
mestic relations orders.

Refunded accounts and the corresponding PERS
service may be reinstated upon reemployment in
the PERS. Accounts attached to satisfy claims
under Alaska Statute 08.38.065 or federal tax levy
may be reinstated atany time. Interestaccrueson
refunds until they are paid in fult or the member
retires.

Retirement Benefit

The normal benefit is calculated by multiplying the
member’'s average monthly compensation (AMC)
times total PERS service times the appropriate
percentage multiplier. The AMC is determined by
averaging the salaries earned during the three
highest, cansecutive payroll years. The PERS
pays a minimum benefit of $25.00 per month for
each year of service when the calculated benefit is
less.

The percentage multipliers for all other members
are 2% for the first ten years, 2.25% for the hextten
years, and 2.5% for all remaining service earhed
onor after July 1, 1986 (all service before that date

is calculated at 2%). The multipliers for police and
fire members are 2% for the first ten years and
2.5% for all service over 10 years.

Members are vested with five years of PERS
service and are eligible for normal retirement at
ane 60 and early retirement at age 55. Members
hired before July 1, 1986, are eligible for normal
ratirement at age 55 and early retirement at age
50. Under the conditional service provision, mem-
bers may retire with less service when they reach
retirement age and accumulate the required ser-
vice. Members may also retire at any age with 20
years of police and fire service or 30 years of all
other setvice.

Members may choose between the normal, early,
joint and survivor (50%, 66-2/3% or 75%), and
level income options. Actuarial adjustments to
benefits are required under all options, except for
normal retirement.

Retirement benefits will be actuarially reduced
when there is an indebtedness remaining at retire-
ment. However, PERS service used to satisfy the
minimum service requirements for retirement must
be paid in full.

Reempioyment of Retired Member

Retirement benetits are suspended while retired
members are reemployed under the PERS. Dur-
ing reemployment, members earn additional PERS
service and contributions are withheld from their
wages.

Members who retire under the Retirement Incen-
tive Programs (RIPs) who return to employment
under the PERS, Teachers’ Retirement System
(TRS), or the University of Alaska’s Optional Re-
tirement Plan will:

{Continued)
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a. Forfeitthe three years of incentive cred-
its that they received.

b. Owe the PERS 110% of the bensfits
that they received under the RIP, in-
cluding any costs for health insurance,
and excluding amounts that they paid
to participate.

¢. Be charged 7% interest on amounts
owsd from the date of reemployment
untit the indebtedness is paid in full or
they retire again. Any balance remain-
ing at retirement will result in an actu-
arial reduction to the member's future
benefits.

Disability Benefit

PERS disability benefits are paid until the memhber
dies, recovers or becomes eligible for normal
retirement. When eligible for normal retirement,
disability benefits terminate and the member is
appeinted to normal retirement.

Occupational Disability. There are no age or
service requirements to be eligible for occupa-
tional disability. Monthly benefits equal 40% of the
member's gross monthly compensation on the
date of disability. Members on occupational dis-
ability continue to earn PERS service until their
normal retirement date.

Nonoccupational Disability. Members must be
vasted to be eligible for nonocccupational disability
benefits. Monthiy benefits are calculated on the
member's average monthly compensation and
PERS service at the time of termination due to
disability. Members on nonoccupational disability
do not continue to earn PERS service,

Death Benefit

Qccupational Death. When an active member dies
from occupational causes, a monthly survivor's
pension may be paid to the spouse. The pension
equals 40% of the member's gross monthly com-
pensation on the date of death or disability, if
earlier, If there is no spouse, the pension may be
paid to the member's dependent children. On the
member's normal retirement date, the benefitcon-
verts to a normal retirement benefit.

Nonoccupational Death. When a vested member
dies from nonoccupational causes, the surviving
spouse may elect to receive a monthly 50% joint
and survivor benefit or a lump sum benefit. The
monthly benefit is calculated en the member's
average monthly compensation and PERS service
at the time of termination or death.

Upon the death of the member who has less than
one year of service, the designated beneficiary
receives the member's contribution accolnt, which
includes mandatory and voluntary contributions,
indebtedness payments, and interest earned. The
beneficiary also receives an additional $1,000,
plus $100 for each year of FERS service, if the
member has more than one year of PERS service.

Death After Retirement. When a retired member
dies, the designated beneficiary receives the
member’s contribution account, less any benetits
already paid. If the member selected a survivor
option a retirement, the eligible spouse receives a
continuing, lifetime monthly bensfit.

Post Retirement Pension Adjustment

Post retirement pension adjustments (PRPAs) are
granted annually to eligible benefit recipients when
the consumer price index (CPI) increases during

{Continuad)
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the preceding calendar year. PRPAs are calcu-
lated by multiplying the recipient's base benefit,
including past PRPAs, times:

a.

75% of the CPl increase in the preced-
ing calendar year or 9%, whichever is
less, if the recipientis at leastage 65 or
on PERS disability, or

50% of the CPlincrease in the preced-
ing calendar year or 8%, whichever is
less, if the recipient is at least age 60,
or under age 60 if the recipient has
been receiving benefits for at least five
years.

Alaska Cost of Living Allowance

Eligible benefit recipients who reside in Alaska
receive the Alaska costofliving allowance (COLA),
which is equal to 10% of their base benefits or $50,
whichever is more. The following benefit recipi-
ents are aligible:

a. Members who were first hired under
the PERS before July 1, 1986, and
their survivors;

b. Members who were first hired under
the PERS after June 30, 1986, and
their survivors if they are at least age
65; and

c. All disabled members.

80

&

Alaska Public Empioyees’ Hetirament System




TEACHERS'
RETIREMENT SYSTEM







TEACHERS' RETIREMENT BOARD

FEETE s

P apb e
FEL IR b vawaned 1

TrEm

AT b

T
i Tox¥ESamearyiaas,
PR Tt RS

o b S FEE

ST ITREIFEETEIF T SeraEans

ek poe wa ves b S EAE LI AR EEE,

ir

ice Chai
1/31/96

v

ie Fowler,
Term Expires:

rjor

Ma

, Chair
6/30/96

Dorothy Wells
Term Expires

Ppenbek B

EECET

FegT

Clitf Kolvisto

Term Expires:

insor

W

e

Stephan
Term Expires

1/31/97

6/30/96

Roger Aldrich

1/31/95

Term Expires:

81

»

Alaska Teachers' Aatiremant System




This page intentionally left blank.

82

L
"y

Alaska Teachers' Retirement System




TRS

FINANCIAL SECTION







Financial Section

+ Peat Marwick LLP

#0171 Wast Fifth Avenua
Suite 700
Anchorage, AK 99501-2258

Independent Auditors’ Report

Division of Retirement and Benefits and
Members of the Alaska Teachers’ Retirement Board
State of Alaska Teachers’ Retirement System:

We have audited the accompanying statements of net assets available for plan benefits of the State
of Alaska Teachers’ Retirement System (Plan), A Component Unit of the State of Alaska, as of June
30, 1994 and 1993, and the related statements of changes in net assets available for plan benefits
for the years then ended. These financial statements are the responsibility of the Plan's
manhagement. Our responsibility is to express an apinion on these financial statements based on
our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial stalements. An auditalso
inciides assassing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that ouraudits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
net assets available for plan benefits of the Stale of Alaska Teachers' Retirement System, A
Component Unit ofthe State of Alaska, as of June 30, 1994 and 1993, and the changes in net assets
available for plan benefits for the years then ended in confermity with generally accepted accounting
principles.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplementary information included in Schedules 1 through 4 is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has been subjectad to the auditing procedures appliedin the audits of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whale.

K/Mé Voor Munwid LLP
September 22, 1994

% : Membrer Fiem of

: Klynveld Peat Marwick Goerdeler
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Financial Section

Assets:

Investments, at market vajue:
United States Government debt
Federal agency debt
Corporate bonds, notes and debentures
Commercial paper
Other dollar denominated securities
Domestic equity pool
International equity pool
Emerging markets equity pool
Real estate equities

Total investments

Loans and mortgages, at market value, net of allowance
for loan losses of $3,401 in 1924 and $4,026 in 1993

Receivables:
Contributions
Retirement incentive program
Accrued interest and dividends
Cther accounts receivable
Total receivables

Cash and cash eguivalents
Total assets

Liabilities:
Accrued expenses
Due to State of Alaska General Fund
Commerce settlement liability
Total liabilities

Net assets availabie for plan benefits

See accompanying notes to financial statemeants.

1994 1993

$ 487,181 538,308
22,856 24,311
436,999 505,976
69,617 66,921
79,909 -
923,925 879,400
209,148 181,041
21,255 -
69,397 67.705
2,320,287 2,264,662
3.733 6,813
8,732 8,663

- 430

21,5583 20,430

221 28
30,506 29,651
449 7.867
2,354,975 2.308,893
3,195 813

- 1,322

61 155

3,256 2,390
$2,351,719 2,306,503
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Additions:
investment income:
Net unrealized appreciation (depreciation) in

market value of investments:

Investments measured by quoted market values
in an active market

Investments measured by net realizable value as
determined by management or other methods
Net unrealized appreciation (depreciation)
in market value of investments

Interest

Dividends

Net realized gains on sales
Total investment income before
recoveries on loans and mortgages

Net morigage loan recoveries
Net investment income

Contributions:
Employers
Employees
Total contributions

Other
Total additions

Deductions:
Benefits paid:
Retirement
Medical
Total benefits paid

Refunds to terminated employees
Administrative expenses
Total deductions

Netincrease
Net assets available for plan benefits at beginning of vear

Net assets available for plan benefits at end of year

See accompanying nolss to financial statements.

1994 1993

$ (119,152) 60,924
{(170) (12,0661)
(119,322) 48,863
83,956 83,290
34,199 30,054
64,314 _ 118.169
63,147 280,376
114 3,200
63.261 _283576
60,490 58,130
47,904 46,497
108,294 _ 104,627
(30) 26
171,625 _ 388,229
100,767 92,703
15,725 12,089
116,492 104,792
2,258 2,448
7.659 6.424
126,409 _ 113,664
45216 274,565
2,306,503 2,031.938
$2,351,719 2,306,503
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{1) Description

The following brief description of the State of
Alaska Teachers' Retirement System (Plan), A
Component Unit of the State of Alaska, is pro-
vided for general information purposes only.
Participants should refer to the Plan agreement
for more complete information.

General

The Planis the administrator of a defined benefit,
cost-sharing, multiple-employerpublic employee
retirement system established and administered
by the State of Alaska (State) to provide pension
benetits for teachers and other eligible partici-
pants. Benefit and contribution provisions are
established by State law and may be amended
only by the State Legistature. The Plan is consid-
ered a component unit of the State financial
reporting entity and is included in the State’s
financial reports as a pension trust fund.

At June 30, 1994, the number of participating
local government employers was:

School districts 54
Cther 7
_61

Total employars

Inclusion in the Plan is a condition of employ-
ment for permanent school district, University of
Alaska and State Department of Education em-
ployees who meet the eligibility requirements for
participationin the Plan. AtJunse 30, 1993, Plan
membership consisted of:

Retirees and beneficiaries
currently receiving benefits
and terminated employees

entitled to future benefits 4714
Current employees:

Vested 5,604

Nonvested _3,855

92459

14,173

Pansion Benefits

Vested employees hired priorto July 1, 1990 are
entitled to pension benefits beginning at normal
retirementage, fifty-five, or early retirementage,
fifty. For employees hired after June 30, 1990,
the normal and early retirement ages are sixty
andfifty-five, respectively. Employees may also
retire at any age and receive a normal benefit
when they accumulate the required credited
senvice.

The nermal annual pension benefit is based on
years of service and the average base salary.
The average base salary is based upon the
employee’s three highest years salaries.

{Continued)
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The benefit related to all years of service earned
prior to July 1, 1990 and for years of service
through a total of twenty years is equal to 2% of
the employee’s average base salary. The ben-
efit for each year over twenty years of service
subsequent to June 30, 1990 is equal to 2-1/2%
of the employes’s base salary.

Minimum benefits for employees eligible for
retirement are $25 per month for each year of
credited service.

Married members must receive their benefits in
the form of a joint and surviver annuity uniess
their spouses consent to another form of benefit,
another person is sligible for benefits under a
qualified domestic relations order or benefits are
payable under the 1% supplemental contribu-
ticns provision.

When pension benefits begin, major medical
benefits are provided without cost to (1) all
employees first hired before July 1, 1990 and (2)
employees who are disabled or age sixty-five or
older, regardless of their initial hire dates. Em-
ployees first hired after June 30, 1990 may
receive major medicalbenefits prior to age sixty-
five by paying premiums.

Death Benefits

Whenbenefits are payable under the 1% supple-
mental contribution provision, the employee’s
spouseis eligible for a spouse pensionifthereis/
are no dependent child{ren). If there isfare
dependentchild(ren), a survivor’s allowance may
be payable to the employes’s spouse, or guard-
fan of the dependent child(ren). The amount of
the pension or allowance is determined by the
empioyee’s base salary, Employees first hired
after June 30, 1982 are not eligible to participate

in this provision.

if an active employee dies from occupational
causes, the spouse may receive a monthly pen-
sion from the Plan. When death is due to
occupational causes and there is ne surviving
spouse, the employee's dependent child{ren)
may receive a monthly pension until they are na
longer dependents. The amount of the occupa-
tional death pension changes on the date the
employee’s normal retirement would have oc-
curred if the employee had lived. The new
benefit is based on the employee's average
base salary at the time of death and the craedited
service that would have accrued had the em-
ployee lived and continued to work until normal
retirement. If benefits are payable under the 1%
supplemental contribution provision, benefits are
not payable under this provision. |f the death
was from nonoccupational causes, and the em-
ployee was vested, the spouse may receive a
monthly survivar benefit based on a 50% joint
and survivor option. If the employee is hot
martied or vested, a lump sum death benefit is
payable to the named beneficiary(s).

Disability Benefits

If an employee has beenin membership setvice
for five or more years for which contributions
have been made, is not eligible for normal retire-
ment benefits and becomes permanently dis-
abled, the employee is entitled to a monthly
benetit. The annual disability benefitis equal to
50% of the base salary at time of the disability
plus an additional 10% of his/her base salary for
each dependent child up to a maximum of four
children. At normal retirement age, a disabled
employee receives normal retirement benefits.

{Continued)}
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Effect of Plan Termination

Should the Plan terminate at some future time,
its net asssets generally will notbe available ona
pro rata basis to provide participants’ benefits.
Whether a particular participant’s accumulated
Plan benefits will be paid depends on the priority
of those benefits at that time. Some benefils
may be fully or partially provided for by the then
existing assets while other benefits may not be
provided for at all.

Summary of Significant Accounting Policies
Basis of Accounting

The Plan’s financial statements are preparsd
using the accrual basis of accounting.

Valuation of Investments

Security transactions and any resulting gains or
losses are accounted for on atrade date (owner-
ship) basis.

Investments, other than real estate equities and
loans and morigages, are carried at market
value to reflect their asset values. Market value
is determined at the end of each month by the
custodial agent. The agent’s determination of
market values involves, among other things,
using pricing services or prices quoted by inde-
pendent brokers.

Real estate equities are stated at estimated
market value as determined by the independent
management of theinvestmentaccounts. These
investments do not have a readily available
market and generally represent long-term in-
vesiments.

At June 30, 1994, loans and morigages are
stated at estimated market value as determined
by management.

Historically, management of the loans and mort-
gages portfolio has provided an estimated altow-
ance for loan losses to provide for potential
credit losses. Factors considered by manage-
mentin developing the allowance for ican losses
include delinquency levals, historical charge-
offs and the aging of the portfolio.

Loans and mortgages include approximately
$1,753 and $2,911 for 1994 and 1993, respec-
tively, of other real estate owned. Other real
estate owned represents propsertias on which
the Plan has foreclosed and is holding with the
intent to resell.

During fiscal year 1993, mortgage loans with a
principal balance of $46,985 were sold through
acompetitive sale. Proceeds{rom the sale were
$45,226, resuiting in a decrease in the previ-
ously recognized allowance for loan losses of
$1,759. No mortgage loans were sold in fiscal
year 1994,

Contributions Receivable

Conftributions from employees and employers
for service through June 30 are accrued. These
contributions are considered fully colectible and,
accordingly, no allowance for uncollectible re-
ceivablesis reflected inthefinancial statements.

Reclassifications

Certain amounts have been raclassified to con-
form with the current year presentation.

{Continued)
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{3) Deposits and Investments Category 3 - Uncollateralized.
To provide an indication of the level of credit Investments
risk assumed by the Plan atJune 30, 1994, the
Plan's depaosits and investments are catego- Category 1 - insured or registered for which the
rized as follows: securities are held by the State or its custodian in
the Plan’s name.
Deposits
Category 2 - Uninsured and unregistered invest-
Category 1 - Insured or collateralized with ments for which the securities are held by the
securities held by the State or its custodian in counterpaity's trust department or agent in the
the Plan’s name. Plan’s hame.
Category 2 - Collateralized with securities Category 3 - Uninsured and unregistered invest-
held by the pledging financial institution’s trust ments for which the securities are held by the
department or custedian in the Plan's name. counterparty or by its trust department or agent but

not in the Plan’s name:

{Continued)
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Market
value and
Category carrying
1 2 3 value
Deposits - cash and cash equivalents and
undivided interest in a State of Alaska
investment pool - short-term investment pool 3 449 - - 449
Investments categorized:
United States Government debt 487,181 - - 487,181
Federal agency debt 22,856 - - 22,856
Corporate bonds, notes and debentures 436,999 - - 436,899
Commercial paper 69,617 - - 69,617
Other dollar dencminated securities 79.909 _ - - 79909
Total investments categorized 1,096 562 - - 1.096562
Total deposits and
investments categorized $ 1,097,011 - - 1,097,011
Investments which cannot be categorized as they
are an undivided interest in a State of Alaska
investment pool;
Domestic equity pool 923,925
International equity pool 209,148
Emerging markets equity pool 21,255
Total investments not categarized 1.154.328
Other investments which cannot be categorized -
real estate equities 69,397
Total investments not categorized 1,223.725
$ 2,320,736
{Continued)
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During 1994 and 1993, the Plan’s investments {including investments bought, sold, as well as held during

the year) appreciated (depreciated) in value as follows:

Investments whose fair values have been
measured by quoted prices in an active
market:

United States Government debt
Federal agency debt

Corporate bonds, notes and debentures
Commercial paper

Other dollar denominated securities
Domestic equity pool

International equity pool

Emerging markets equiity pool

Investments whose fair values have been
measurad by management estimates or
other methods:

Real astate equities
Loans and mortgages

1994 1993

$ (51,720) 35,645

{1.637) 1,298

(46,723) 25,686

(28) 7

(3,915) -

(32,969) (7,108)

17,285 5,396

585 -

(170) (4,503)

114 {7,558)

$ (119,208} 48,863
{Continued)}
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The cost, market and carrying values of the Plan's investments at June 30, 1994 and 1993 are as follows:

1994:

1993:

United States Government debt

Federal agency debt

Corporate bonds, notes and
debentures

Commercial paper

Other dollar denominated
securities

Domestic equity pool

International equity pool

Emerging markets equity pocol

Real estate equities

Loans and mortgages, net of
allowance for loan losses
of $3,401

United States Government debt

Federal agency debt

Corporate bonds, notes and
debentures

Commercial paper

Domestic equity pool

International equity pool

Real estate equities

Loans and morigages, net of
allowaince for loan losses
of $4,026

Carrying

Cost Market value

$ 450,631 487,181 487,181
22,392 22 856 22 856
428,871 436,999 436,999
69,640 69,617 69,617
83,824 79,909 79,909
850,198 923,925 823,925
188,873 209,148 209,148
20,700 21,255 21,255
43,501 69,397 69,397
3,733 3,733 3,733
$2,221,363 2,324,020 2,324,020
$ 451,038 539,308 539,308
22210 24,311 24 311
451,125 505,976 505,976
66,914 66,921 66,921
781,704 879,400 879,400
178,062 181,041 181,041
91,639 67,705 67,705
6813 6,813 6,813

$ 2,049,495 2,271,475 2,271,475

{Continued)
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(4)

The Alaska State Pension InvestmentBoardhas
statutory oversight of the Plan’s investments
and the authority to invest the Plan’s monies.
Prior to July 1, 1993, the Commissioner of Rev-
enue had the statutory authority to invest the
monies of the Plan. Actual investing is per-
formed by the invesiment officers of the Division
of Treasury of the Department of Revenue.
Alaska Statute provides for the investment in
United States treasury or agency securities;
corperate debt securities; preferred and com-
mon stock; commercial paper; securities of for-
eign governments, agencies and corporations;
foreign time deposits; gold bullion; futures con-
tracts for the purpose of hedging; real estate
investment trusts; deposits within Alaska sav-
ings and loans and mutual savings banks; de-
nosits with state and national banks in Alaska;
guaranteed loans; notes collateralized by mort-
gages; certificates of deposit and banker's ac-
ceptances.

Other Dollar Denominated Securities

Securities inciuded in this asset category in-
clude Eurodollar, "Yankee” and Supranational
Bonds, which are denominated in U.S. dollars.
Yankee Bonds are issued by foreign-domiciled
issuers who register with the Securities and
Exchange Commission {SEC) and are under-
written by a U.5. syndicate for delivery in the
United States. Eurodollar Bonds are issued by
both U.5. and foreign government/corporate
entities and are not registered with the SEC.
Supranational Bonds are issued by international
organizations that are not domiciled in a specific

country. At June 30, 1994, holdings of those
securities by the Plan include:

Eurodollar corporate bonds $19,408
Eurodollar government bonds 10,753
Yankee carporate bonds 18,258
Yankee government bonds 29,945
Supranational bonds 1.545

$ 79,909

(5) Pooled Investments

Domestic Equity Pool

The investment activity of all domestic market-
able secwrities was consolidated with the do-
mestic marketable securities of other State funds
to form a domestic equity pool. The activity and
the June 30, 1984 and 1993 balances of this
domestic equity pool are accounted for on a unit-
accounting basis. All income and realized and
unrealized gainsandlosses are allocated monthly
to each participant on a pro rata ownership
basis. Allincome eamed is included in dividend
income. AtJune 30, 1994 and 1993, the Plan’s
investment in the domestic equity pool is com-
prised of the following:

1994 1993
Marketable securities,
at market $8a75,185 823,387
Interest and dividends
receivable 3,310 3,151
Cash and
cash equivalents 45430 _ 52,862
$923,925 879,400
(Continued)
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International Equity Pool

The Plan, along with three other State retirement
systems, has formed aninternational equity pool
comprised of investments in various types of
international equity securities. The majerity of
the international equity pool is comprised of
common stock with available cash balances
invested in short-term debt instruments. All
accrued income, realized gains and losses, and
income received are allocated monthly to the
four participating funds on a pro rata ownership
basis.

The international equity poo! at June 30, 1994
and 1993 is comprised of the following:

1994 1993

Marketable securities,

at market $199,682 149,625
Interest and dividends

receivable 665 661
Cash and cash

equivalents 8,801 _30.755

$209,148 181,041

Emerging Markets Equity Pool

The Pilan, along with another State refirement
system, has formed an emerging markets equity
pool, with seach retirement system owning shares
of the pool. The pool participates in two exter-
nally managed commingled investmeant funds.
The commingled funds. comprised of various

institutional investors, invest in the equity mar-
kets of developing countries. At June 30, 1954,
the Plan's ownership in the pool was $21,255.

Short-Term [Investment Pool

The Plan, along with three other State retirement
systems, participates in a short-term investment
pool formed during 1993. Each participantowns
shares in the short-term investment pool, the
number of which fluctuates daily with contribu-
tions, withdrawals and income. The assets of
the short-term investment pool, comprised of
repurchase agreements and cash, are included
in cash and cash equivalents. Because the
short-term investment pool consists of overnight
investments, market value equals cost; there-
fore, there are no gains and iosses and all
investment income is from interest. Interest
accruals are based on the Plan’s pro rata share
of the short-term investment pool and are cred-
ited to the Plan daily, thereby compounding
daily.

At June 30, 1994 and 1993, the Plan's invest-
ment in the short-term investment pool is com-
prised of the following:

1994 1983
Repurchase agreement $439 7,628
Cash 10 23
$449 7,651

{Continued)
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Cash andcash equivalents atJune 30, 1994 and
1993 are comprised of the following:

1994 1993
Short-term investment
pool $449 7,651
Unsettled investment
transactions - 216
$449 7,867

{6} Funding Status and Progress

The amount shown below as “pension henefit
obligation,” which is the actuarial present value
of credited projectad bensfits, is a standardized
disclosure measure of the present value of pen-
sion benefits, adjusted for the effects of pro-
jected salary increases, estimated to be payable
in the future as a result of employee service to
date. This measure is intended to help users
assess the Plan’s funding status on a going-
concern basis, assess progress made in accu-
mulating sufficient assets to pay benefits when
due, and make comparisons among plans. The
measurs is independent of the actuarial funding
method used to determine contributions to the
Plan, discussed in note 8 below.

The pension benefit obligation is determined by
William M. Mercer, Incorporated and is the
amount that results from applying actuarial as-
sumptions to adjustthe accumulated benefits to
reflect the time value of money (through dis-
counts for interest) and the probability of pay-
ment (by means of decremenis such as for
death, disability, withdrawal, or retirement) be-
tween the valuation date and the expected date

of payment. The significant actuarial assump-
tions used in the valuations as of June 30, 1993
are as follows:

a.

Actuarial cost method - projected unit credit,
unfunded accrued benefit liability amortized
over a rolling twenty-five years, funding sur-
plus amortized over five years.

Mortality basis - 1984 Unisex Pension Mor-
tality Table set forward one year for male
members and set backward four years for
female members.

Retirement age - retirement rates based on
the 1986-1990 actual experience.

Discountrate - 9% per annum, compounded
annually, net of investment expenses.

Health cost inflation:

Year Per annum
1993 11.5
1994 10.5
1995 8.5
1996 8.5
1997 and thereafter 75

Salary scale - increase for the first five years
of employment are as follows:

Inftation 5.0%
Productivity 0.5
Merit _1.0
Total 6.5%

Increases thereafter are 5.5%.

{Continued)
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g. Costof living allowance (domicile in Alaska)
- 66% of those receiving henefits will be
eligible to receive the cost of living allow-
ance.

h. Contribution refunds - 100% of those em-
ployees terminating after age thirty-five who
are vested will leave thair contributions in
the fund and thereby retain their deferred
vested benefit. All others who terminate are
assumedto have their contributions refunded.

i. Assetvaluation - five-year average ratio of
actuarial and amortized cost values of the
Plan assets. Prior to June 30, 1992, the
actuarial value of the assets equaled the
market value of the Plan’s assets, except
that fixed income investments were carried
at amortized cost value. Effective June 30,
1992, the actuarial value of assets aquals
the market value as reported. Valuation
assets cannot be outside of the range of
amortized cost and actuarial values.

Turnover and disability assumptions are hased
upon the 1986-1890 actual experience of the
Plan. The foregoing actuarial assumptions are

At June 30, 1993, the unfunded pension benefit
obligation was $122,953, as follows:

Net assets available for
benefits as of June 30,
1993, at market $ 2,306,503

Pension benefit obligation:
Retirees and beneficiaries
currently receiving benefits
and terminated employees
not yet raceiving benefits 1,223,220
Current employees:
Accumulated employee
contributions including
allocated investment
income 370,667
Employer-financed, vested 746,208
Employer-financed, honvested 89,361
Total pension benefit
obligation as of
June 30, 1993 2,429,456

Unfunded pension
benefit obligation
as of June 30,1993 $ 122,953

based on the presumption that the Plan will (7) Actuarial Present Value of Accumulated Plan

continue. Were the Plan to terminate, different
actuarial assumptions and other factors might
be applicable indetermining the actuarial present
value of accumulated benefits.

Beneflts

The actuarial presentvaiue of accumulated Plan
benefits was determined by William M. Mercer,
Incorporated using the unit credit cost method
and the following assumptions:

a. Future salary was hot considered.

{Continued)
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b. Future service was considered only to the
extent that it would permit active Plan patr-
ticipants to become eligible for benefits at-
fributable to service rendered prior to the
date of determination.

¢. Assumptions used for mortality, withdrawal,
retirement ages, disability and investment
return are described in note 6 to these finan-
cial statements.

At June 30, 1993, the actuarial present value of
accumulated Plan benefits was $2,166,158 as
follows:

Retired participants and
beneficiaries of deceased

participants $ 1,086,182
Terminated participants

with deferred benefits 137,038

- Active participants - vested 881,186

Active participants - nonvested 61,752
Actuarial present vaiue of

accumulated

Plan benefits as of

June 30, 1993 $2,166,158

The change in the actuarial present value of
accumulated Plan benefits at June 30, 1993
follows:

Actuarial present value

of accumulated Plan

benefits as of

June 30, 1992

Increase (decrease)
aftributable to:

Additional benefits
accumulated, including
actuarial experience

Change due to decrease
in the discount period

Estimated benefits paid
to participants
Actuarial present value

of accumulated Plan
benefits as of
June 30, 1993

$ 1,929,921

174,610

168,867

(107.240)

$2,166,158

(8) Contributions

Employee Contributions

PriortoJanuary 1, 1991, employees contributed
7% of their base salary as required by statute.
Effective January 1, 1991, amployees caontribute
8.65% of theirbase salary as required by statute.
The employee contributions are deducted be-
fore federal tax is withheld, Eligible employaes

{Continued)
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contribute an additional 1% of their salary Employer Contributions

under the supplemental cantribution provision.

Caontributions are collected by employers and The Plan’s funding policy provides for periodic
remitted to the Plan and may be voluntarily or, employsr contributions atactuarially determined
under certain circumstances, involuntarily re- rates that, expressed as percentages of annual
funded to the employee ora garnishing agency covered payroll, are sufficient to accumulate
sixty days after termination of employment. sufficient assets to pay benefits when due.
Employee contributions earn interest at the Employer contribution rates are level percent-
rate of 4.5% per annum, compounded annu- ages of payroll and are determined using the
ally. projected unit credit actuarial funding method.

The Plan uses the level dollar method to amor-
tize the unfunded liability over a rolling twenty-
five year period. Funding surpluses are amor-
tized over five years.

Contributions made in accordance with actuarially determined contribution requirements determined
through actuarial valuations consist of the following:

1994 1993
Asa Asa
percentage percentage
of covered of covered
Cantributions payroll Contributions payroll
Employer $ 60,490 11.70% $ 58,130 12.20%
Employse 47 904 9.26 46.497 976
$108,394 20.96% $104,627 21.96%
Normal cost 62,923 1217 74,913 15.72
Amortization of unfunded
actuarial accrued liability 45,471 8.79 29,714 6.24

$108,394 20.96% $ 104,627 21.96%

Unaudited covered payroll for 1994 and 1993 are $517,068 and 478,428, respectively.

{Continued!}
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Actuarial valuations for 1994 and 1993 were
perfarmed as of June 30, 1993 and 19292, re-
spectively.

Significant actuarial assumptions used to com-
pute contribution requirements are the same as
those used to compute the standardized mea-
sure ofthe pension benefit obligation discussed
in note 6.

Retirement Incentlve Program

Legislation was passed in June 1989 and
amended effective April 1, 1990, establishing a
retirement incentive program. The program
was available to state employees from QOctober
1, 1989 through March 31, 1990, and all other
employees from July 1, 1989 through Decem-
ber 31, 1989,

The retirement incentive program receivables
representthe reimbursementdue from employ-
ers participating in the program and is due in
minimum equal annual installments so that the
entire balance is paid within three years after
the end of the fiscal year in which employees
retired. The amount of reimbursement is the
actuarial equivalent of the difference between

the benefits the employee receives after the
addition of the retirement incentive under the
pragram and the amount the employee would
have received without the incentive, less any
amountthe employee was indebted as aresult of
retiring under the program. Employees were
indebted to the Plan 21% of their annual com-
pensation for the school year in which they

terminated employment to participate in the pro-

grams. Any outstanding indebtedness at the
time an employee was appointed to retirement
resulted in an actuarial adjustment of his/her
benefit.

The effect of the 1989 program on the pension
benefit obligation was fully accounted for in the
June 30, 1980 and 1991 actuarial valuations as
the eligible employees retired.

{10) Historlcal Trend Information

Historical trend information for 1285 through
1994 designed to provide information about the
Plan's progress made in accumulating sufficient
assets to pay benefits when due is pressnted in
the accompanying supplemental schedules of
analysis of funding progress and revenues by
source and expense by type. Information priorto
1985 is unavailabtle.
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Schedule 1

Pension
benefit
obligation Net assets
yaar available Pension Percen-
ended  for Plan benefit tage
June 30  benefits obligation funded
1985 $ 866,333 $1,042,551 83.1%
1686 1,141,850 1,115,773 102.3
1987 1,303,464 1,210,209 107.6
1988 1,356,575 1,347,859 100.6
1989 1,545,877 1,657,643 98.2
1890 1,706,346 1,885,030 90.0
1991 1,824,663 2,075,405 87.9
1992 2,031,938 2,231,746 891.0
19493 2,308,503 2,429,456 94.9

Unfunded
(assets of
excess of)
pension
Unfunded banefit
{assets in obligation
excess of) Annual asa
pansion covered parcentage
benefit payroll of covered
obligation {unauditad) payroll
$176,218 $ 358,110 49.2%
(25,877) 392,136 (6.6)
(92,555) 348,606 (26.6)
8,716 361,310 2.4
11,766 431,445 2.7
188,684 449,838 41.9
250,742 422,655 59.3
199,808 448,186 44 .6
122,953 258

476,428

Analysis of the dollar amounts of net assets avail-
able for Plan benefits, pension benefit obligation,
and unfunded pension benefit abligation in isolation
can be misleading. Expressingthe netassets avail-
abie for Plan benefits as a percentage of the pension
benefit obligation provides one indication of the
Plan's funding status on a going-concern basis.
Analysis of this percentage over time indicates
whether the Plan is becoming financially stronger or
weaker. Generally, the greater this percentage, the

stronger the Plan. Trends in unfunded pension
benefit obligation and annual covered payroll are
both affected by inflation. Expressing the unfunded
pension benefit obligation as a percentage of annual
covered payroll approximately adjusts for the effects
of inflation and aids analysis of the Plan’s progress
made in accumulating sufficient assets to pay ben-
efits when due. Generally, the smaller this percent-
age, the stronger the Plan.

See accompanying notes o requirad supplementary information.
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Schedule 2

Revenues by source

Unrealized
appraciation Employer
Interest, {(depreciation) contribution
dividends in market value asa
and net Including pro- percentage
realized vision far of annual
Year ended Employee Employer gains losses, racov- covered
Junse 30 contributions contributions on sales eries and other Total payroll
1985 $29176 $ 68,826 $ 74171 $ 78,418 $ 250,591 19.2%
1986 32,039 69,276 119,173 103,643 324,131 17.7
1987 34,159 58,177 143,692 (15,677) 220,351 16.7
1988 33,104 69,363 100,239 (75,566) 127.140 19.2
1989 31,888 47,348 125,170 65,243 269,649 11.0
1990 35,224 53,670 146,612 12,129 247,635 11.9
1991 40,059 57,982 127,524 (4,675) 220,890 14.1
1992 44,338 57,071 166,132 46,620 314,161 2.4
1993 46,497 58,130 231,513 52,089 388,229 12.2
1994 47,904 60,490 182,469 (119,238) 171,625 1.7
Expense by type
Refunds to
Retirement Medical terminated Administrative
benefits benefits employees expenses Totail
1985 $ 33,360 $ 4,393 $3,126 $ 2,951 $ 43,830
1986 38,476 4,424 3,311 2,603 48,814
1987 486,183 4,613 4,239 3,502 58,637
1988 60,939 5,040 3,798 4,252 74,029
1989 65,328 8,073 2,953 3,993 80,347
1990 71,134 9,713 2,896 3,423 87,166
1991 84,443 10,654 3,510 3,966 102,573
1992 88,648 10,111 2,641 5,612 107,012
1993 92,703 12,089 2,448 6,424 113,664
1994 100,767 15,725 2,258 7.65 126,409

———_—

Contributions, including contributions under the retirement incentive program, were made in accordance
with actuarially determined contribution requirements.

Ses accompanying notes to required supplementary infarmation.

e nerarmm s sm bty s s e e
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Financial Section

Schedule 3

16584 1993
Cash and cash equivalents at beginning of year $ 7.867 12,498
Add cash receipts:
Contributions:
Employer 60,433 60,268
Employee 47,892 48,653
Retirement incentive program - smployer 429 2,020
Investment income from interest and dividends 119,147 108,974
Invesiment sales and maturities, including realized
gains and losses 825,931 466,830
Total cash receipts 1053832 686,745
Less cash disbursements:
Investment purchases 935,485 575,179
Benefit payments 114,888 104,792
Refunds 2,630 2777
Administrative expenses G,640 5,483
Other 1,607 2,145
Total cash disbursements 1,061,250 6913786
Cash and cash equivalents at end of year 8 449 7,867

Ses accompanying notes to reguirsd supplamentary infarmation.
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Schedule 4

Total administrative expenses $ 2,064

Division Alaska
of State
Retirement  Teachers’ Division Pension
and Retirement of Investment Totals
Benefits Board Treasury Board 1994 1993
Personal services:
Wages $ 759 - 416 26 1,201 786
Benefits 449 - 200 11 660 430
Other 2 - 1 - 3 2
Total personal services 1.210 - 617 _37 1.864 1218
Travel:
Transportation 18 ) 10 26 60 29
Per diem 12 6 7 15 40 18
Honorarium - - - 9 9 -
Total travel 30 12 17 50 109 47
Contractual services:
Management and consulting - - 4677 - 4,677 -
Data processing 298 - - 5 303 224
Actuarial and benefits consulting 87 - - - a7 82
Communications 66 - 3 3 72 69
Legal 42 5 - 44 91 46
Other professional services 30 - - - 30 42
Advertising and printing 18 - a0 7 115 39
Auditing 14 - - - 14 14
Repairs and maintenance 8 - - - 8 12
Medical specialists 8 - - - 8 4
Rentals/leases 4 - - 3 7 4
Transportation 1 - - - 1 1
Other services B - 3 1 12 8
Total contractual services 6584 _ B 4773 63 5,425 545
Supplies 26 - 2 - 28 21
Equipment 214 - 19 - 233 47
investment expense - - T - - 4,546
17 5,428 150 7,659 6,424

Ses accompanying notas o requirsd supplementary information.
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All significant accounting policies, benefit provi-
sions and actuarial assumptions are the same
for the required supplementary information and
the financial statements except as follows:

Effective July 1, 1988, the Plan adopted new
actuarial assumptions. Actuarial funding
surpluses are amortized over five years
rather than twenty-five years. The assumed
rate of interestwas increased from 8% 10 9%
per year. The salary scale assumption was
lowered to 6.5% per year for the first five
years of employment and 5.5% per year
thereafter, down from 8% and 7%, respec-
tively. Health care cost inflation was in-
creased to 9% ratherthan 8%. Turnover and
disability assumptions were revised based
on actual experience in 1981 through 1985.

Effective July 1, 1990, the health care cost
was changed from a flat 8% to the following
graduations:

Year Per anhum

1992 12.5%
1903 11.5
1994 10.5
1995 9.5
1996 85
1997 and thereafter 7.5

Turnover, retirement and disability assumptions
were revised based on actual experience in
1986 through 1990. The mortality tables were
set forward one year for male members and set
backward four years for female members; previ-
ously, the montality table had been set back one
and one half years for all members. The cost of
living allowance was increased from 54% to
66% participation.

Effactive June 30, 1992, the actuarial value of all
assets equals market value; previously, fixed
income investments were carried at amortized
cost.
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Actuarial Section

WILLIAM M,

MERCER

INGORPOURATED

April 5, 1994

State of Alaska

Teachers’ Retirement Board
Department of Administration
Division of Retirement & Benefits
P.O. Box 110203

Juneau, AK 99811-0203

Dear Members of the Board:
Actuarlal Certlfication

The actuarial valuation required for the State of Alaska Teachers’ Retirement System has
been prepared as of June 30, 1993 by William M. Mercer, Incorporated. The purposes
of the report include:

(1) areview of experience under the Plan for the year ended June 30, 1993;

(2) a determination of the appropriate contribution rate for each employer in the
System;

(3) the provision of reporting and disclosurs information for financial statements,
governmental agencies, and other interested parties.

In preparing this valuation, we have employed generally accepted actuarial methods and
assumptions, in conjunction with employee data provided to us by the Systam’s staff and
financial information provided by the audited report from KPMG Peat Marwick, to
determine a sound value for the System liability. This data has not been audited, but it
has been reviewed and found to be consistent, both internally and with prior years’ data.
The actuarial assumptions are based on the results of an experience study presented to
the Board in Cctober 1991,

The contribution requirements are determined as a percentage of payroil, and reflect the
cost of benefits accruing in FY94 and a 25-year rolling amortization of the unfunded
accrued liability. The amortization period is set by the Board. Contribution levels are
recommended by the Actuary and adopted by the Board geach year. The ratio of assets
toliabilitiesincreased from 89.7% to 93.1% during the year. Over the years, progress has
been made toward achieving the funding objectives of the System.

Cna Union Square  Suite 3200
600 Univarsity Strael

Seattle WA 28101 3137

206 282 7000

A Marsh & MelLennan Cumpany
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Actuarial Section

WILLIAM M.

MERCER

INCORFORATED

Teachers' Retirement Board
April 5, 1994
Page 2

There were no significant changes in the actuarial assumptions or methads used in the
determination of system assets and liabilities this year. The assumptions and metheds, when
applied in combination, fairly represent past and anticipated future experience of the System.

Future contribution requirements may differ from those determined in the valuation because
of:

(1) differences between actual experience and anticipated experience based on the
assumptions;

(2) changes in actuarial assumptions or methods;
(3) changes in statutory provisions; or

(4) differences between the contribution rates dstermined by the valuation and those
adopted by the Board.

We believe that this report confoerms with the requirements of the Alaska statutes, and where
applicable, other federal and accounting laws, regulations and rules, as well as generally
accepted actuarial principles and practices.

Sincerely, /)
Brian BR. McGee, FSA Peter L. Godfrey, FIA
Principal Associate

SWIBRMKMis
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Actuarial Section

Funding Status as of June 30: 1992 1993
(a) Valuation Assets™ $2,001,864 $ 2,261,082
(b) Accrued Liability"
i) Non-Medical Benefits 1,872,660 2,016,852
i) Total Benefits {(including medical) 2,231,746 2,429,456
{¢) Funding Ratio, (a)/ {b)
iy Nonh-Medical Benefits 106.89% 112.1%
ii) Total Benefits (including medical) 89.7% 93.1%
" In thousands.
Empioyer Contribution Rates for Flscal Year: 1995 1996
(a) Normal Cost Rate 8.57% 9.06%
(b) Past Service Rate 4.79% 3.42%
(c) Total Contribution Rate 13.36% 12.48%
{d) Actuarial Projection Rate 12.00% 12.00%
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Actuarial Section

The assumptions used in the valuation were adopted at the Fall 1991 TRS Board Meeting. The funding
method used in the valuation was adopted June 30, 1985. The five-year smoothing method used to
determine valuation assets was adopted June 30, 1989.

Valuation of Liabilities

A. Actuarlal Method - Projected Unit Credit (no change). Liabilities and contributions shown in the report

are computed using the Projected Unit Credit method of funding. The unfunded accrued liability is
amortized over a rolling 25 years. Any funded surpluses are amortized over five years.
The objective under this method is to fund each participant's benefits under the plan as they accrue.
Thus, each participant’s total pension projected to retirement with salary scale is broken down into units,
each associated with a year of past or future service. The principle underlying the method is that each
unit is funded in the year tor whichi it is credited. Typically, when the method is introduced there will be.
an initial liability for benefits credited for service prior to that date, and to the extent that this liability is;
not covered by Assets of the Plan there is an Unfunded Liability to be funded over a chosen period in
accordance with an amortization schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits credited with

respect to service to that date. ‘.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the Assets of the

Plan. The level annhual payment to be made over a stipulated number of years to amortize the Unfunded

Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expected to be credited with respectf

to service during the year beginning on the valuation date. ~

Under this method, differences between the actual experience and that assumed in the determination

of costs and liabilities will emerge as adjustments in the Unfunded Liability, subject to amortization.

B. Actuarial Assumptlons -

1. investment Return 9% per year, compounded annually, net of expenses.

2. Salary Scale inflation - 5.0%

Productivity - 0.5%
Merit (first & years) - 1.0%

3. Total Inflation Total inflation as measured by the Consumer Price Index for urban and
clerical workers for Anchorage is assumed to increase 5% annually.

4. Health Cost Trend FY92 - 12.5%

FY93 - 11.5%
Fyod - 10.5%
FYa5 - 89.5%
FY96 - 8.5%
FY97 and later - 7.5%

5. Mortality 1984 Unisex Pension Mortality Table, set forward one year for male
members and set backward four years for female members. All deaths
are assumed to resuit from nonoccupational causes.
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Actuarial Section

6. Turnover Based uponthe 1886-80 actual total turnover experience. {See Table 1).

7. Disability Incidence rates based upon the 1986-80 actual experience, in accor-
dance with Table 2. Post-disability mortality in accordance with rates
published by the Pension Benefit Guaranty Corporation to reflect
mortality of those receiving disability benefits under Social Security.

8. Retirement Age Retirement rates based upon the 1986-90 actual experience in accor-
dance with Table 3.

9. Spouse’s Age Wives are assumed to be four years younger than husbands.

10. Dependent Children Bensfits to dependent children have been valued assuming members

who are not single have one dependent child.

11. Contribution Refunds 100% of those terminating after age 35 who are vested will leave their
contributions in the fund and thereby retain their deferred vested benefit,
All others who terminate are assumed to have their contributions

refunded.

12. C.O.LA. Of those benefit recipients who are eligible for the C.O.L.A., 66% are
assumed to remain in Alaska and recaive the C.O.L.A.

13. New Entrants Growth projections are made for the active TRS population under three
scenarios:

Pessimistic: 0% per year
Median: 1% per year
Optimistic: 2% per year

14. Sick Leave 4.7 days of unused sick leave for each year of setvice will be available
to be credited once the member is retired.

15. Expenses Expenses are covered in the investment return assumption.

Valuation of Assets

Based upon the five-year average ratio between actuarial and book values of the System’s assets. Prior
to June 30, 1992, the actuarial value of assets equalled the market value, except that fixed income
investments were carried at amortized cost value. Effective June 30, 1992, the actuarial value of assets
equals the full market value. Assets are accounted for on an accrued basis and are taken directly from
audited financial statements provided by KPMG Peat Marwick. Valuation assets cannot be outside the range
of book and actuarial values.

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-65 costand lower
post-65 cost (due to Medicare)} are assumed such that the total rate for all retirees equals the present
premium rate assumption. These medical premiums are then increased with the health inflation assump-
tion. The actuarial cost method used for funding retirement banefits is also used to fund health benefits.

For FY95, the pre-65 maonthly premium is $382.93 and the post-65 premium is $133.52, based on an
assumed total blended premium of $279.55. For FY05, the actual blended premium is $336.05. The FY95
blended premium was provided by the State of Alaska Division of Retirement and Benefits.
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Select Rates of Turnover Ultimate Rates of Turhover
During the First 10 Years After the Flrst 10 Years

of Emplayment of Employment

Year of

Employment Rate Ages Rate

1 .26 20-39 .03

2 .24 40+ 02

3 16

4 12

5 .11

6 A0

7 .09

8 .09

9 .09

10 .09
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20 14
21 14
22 14
23 15
24 15
25 15
26 15
27 15
28 16
29 16
30 16
31 7
32 A7
33 25
34 34
35 44
36 53
37 64
38 75
39 a7
40 99
41 1.12
42 1.25
43 1.39
4 1.53
45 1.68
46 1.84
47 2.00
48 2.17
49 2.34
1+10] 2.02
51 2.70
52 2.89
53 3.08
54 329
55 3.49
56 3.70
57 3.92
58 4.14
59 4.37
60 461
61 4.84
62 5.09
63 5.34
B4 5.60
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Age at Retirement
Retirement Rate
50 A0
51 .07
52 .07
53 .07
54 .07
55 16
56 .16
57 16
58 16
59 13
60 13
61 13
62 13
63 13
64 10
85 A7
66 .82
67 1.00

For ages less than 50, teachers are assumed to retire two years after the earliest age they are eligible
to retire.
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June 30, 1993
June 30, 1992
June 30, 1991
June 30, 1990
June 30, 1989
June 30, 1988
June 30, 1987
June 30, 1988
June 30, 1985
June 30, 1684

9,459
9,238
8,903
8,586
8,527
8,218
7,797
B.824
8,684
8,259

$459,746
448,186
422 655
389,702
380,267
361,310
348,606
392,136
358,110
325,540

$48,604
48,515
47 473
45,388
44596
43,966
44,710
44,440
41,238
39,416

2%
2.2%
4.6%
1.8%
1.4%

-1.7%

6%
7.8%
4.6%
5.6%

June 30, 1893 | 344 | $8,557,344 55 | $1.044.702 3,891 §$92,282,721 6.74% | $23,717
June 30, 1992 | 120 5,799,044 62 1,436,106 3,602 | 86,452,653 5.31% 24 001
Juns 30, 1991 | 519 14,827,829 159 3,535,365 3,544 B2,089,715 15 95% 23,163
June 30, 1930 | 208 6,181,779 122 2,648 864 3,184 70,797,251 5.25% 22,235
June 30, 1989 | 201 5,730,311 7 1,593,075 3,098 | 67,264,336 6.55% 21,712
June 30, 1988 | 639 16,668,442 43 856,302 2,972 | 63,127,100 33.42% 21,241
June 30, 1987 | 301 8,922,646 23 425,646 2,376 | 47,314,960 21.89%% 19,914
June 30, 1986 | 189 3,685,188 113 2,079,652 2,098 38,817,960 4.31% 18,502
June 30, 1985 | 289 9,844,034 31 489 552 2,022 37,212,424 33.58% 18,404
June 30, 1984 | 192 3,214,991 140 2,194,640 1.764 27,857,942 3.80% 15,792
* Numbers are estimated, and include other internal transfers.
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June 30, 1993
June 30, 19920
June 30, 19912
June 30, 19909
June 30, 1989
June 30, 1988@
June 30, 1987
June 30, 1986
June 30, 1985114
June 30, 1984

$2,429,456
2,231,746
2,075,405
1,895,030
1,657,643
1,347,859
1,210,909
1,116,773
1,042,551
804,018

$2,261,082
2,001,864
1,779,579
1,662,242
1,480,389
1,331,905
1,225,009
1,040,173
833,617
674,382

93.1%
89.7%
85.7%
B7.7%
95.0%
98.8%
101.2%
93.2%
80.0%
83.9%

$168,374
229,882
295,826
232,788
77,254

208,934
129,636

15,954

75,600

$458,746
448,186
422 655
389,702
380,267
361,310
348,606
392,136
358,110
325,540

36.6%
51.3%
70.0%
59.7%
20.3%

4.4%

19.3%
58.3%
39.8%

M Change in Asset Valuation Method.
' Change of Assumptions.

®  Change in Plan Provisions.
¥ Change in Funding Method.

June 30, 1993
June 30, 19921
June 30, 1991
June 30, 19904
June 30, 1989
June 30, 1988%
June 30, 1987
June 30, 1986
June 30, 10851
June 30, 1984

$370,667

341,204
293,136
269 4N

253,436
228,217
210,493
214,192*
194,215*
168,942"

$1,223,220

1,110,981
1,056,453
940,475
779,296
688,090
578 468
426,333
419694
340,441

$835 560
779,561
725816
685,064
524,811
431,652
421,948
475,248"
428,642
294,835

$2,261,082
2,001,864
1,779,579
1,662,242
1,480,389
1,331,805
1,225,009
1,040,173
833,617
674,382

100%
100%
100%
100%
100%
100%
100%
100%
100%
100%

100%

100%
100%
100%
100%
100%
100%
100%
100%
100%

79.8%
70.5%
59.2%
66.0%
85.3%
96.3%
100.0%
84.1%
51.3%
56.0%

*

Estimated

M Change in Asset Valuation Method.
@ Change of Assumptions.

®  Change in Plan Provisions.
W Change in Funding Method
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(1) Health Experience - - -3M% | -2.28% 3.068%

(2) Salary Experience -.45% -34% -20% -49% -.45%

(3) Investment Experience -1.66% - J0% | -1.04% -.76%

(4) Demographic Experience 1.23% -59% 98% 1.10% 65%

(5) Miscellansous - - - A4% 39%

(6) Gain (or Loss) During Year From

Experience, {1) + (2) + (3} + (4) + (5) -.88% -.93% -1.55% | -2.27% 2.89%

Non-recurring Changes

(7} CGontribution Rate Smoothing Method - - 1.21% | -3.96% -

(8) Projection Valuation Method - -1.36% -4.80% - -

(9) Asset Valuation Method - -1.30% - - -
(10) Assumption Changes - - -251% - -
{11) Plan Changes - - _ - 6.76% -
Composite Gain (or Loss) During Year, -.88% -3.59% -7.65% 53% 2.89%
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TONY KNOWLES, GOVERNOR

DEPARTMENT OF REVENUE £O. BOX 110400

JUNEAU, ALASKA 99811-0400
TELEPHONE: (907) 465-2300
OFFICE OF THE COMMISSIONER FACSIMILE: (907) 465-2389

Message from the Commissioner of Revenue

The Alaska State Pension Investment Board (ASPIB) assumed fiduciary responsibility for the
TRS Investment FundonJuly 1, 1993. Duringthe pastfiscal year, aclose working relationship
has developed between ASPIB and the Department of Revenue Treasury Division, which
provides the Board with staff support.

There are eight accounting staff members, headed by the Comptroller, who are responsible
tor accounting and safekeeping of investments, data processing and administrative support.
Given the large volume of transactions, the diversity of investments and the many countries
involved, this is a tremendous task. The staff has consistently met the challenges encountered
as evidenced by the timely and accurate information and financial statements that are
prepared for the funds.

Itis recognized by Treasury Division staff that a key to continued success in management of
investments lies in automation of information processing. Consequently, the Division has
made a substantial commitment to using new computer technology in daily operations and has
initiated major changes to the systemns used. This is expected to enhance the abilities of staff
to meetthe ever increasing demands on their time, while at the same time building in flexibility
for future changes in investment vehicles and operations.

Portfolic management has a staff of ten. The Chief investment Officer administers real estate
management, externaily managed funds, internal fixedincome investments and all investment
contracts. The fixed income portfolio is managed by a staff of three, who have responsibility
for the majority of the fixed incame investments. Four people provide oversight of the real
estate portfolio, which is managed by several external specialists.

In addition to the Department of Revenue staff working for ASPIB, we also coordinate with the
Retirement & Benefits Division, which is located within the Department of Administration.
Because the plan administration resides with the Division of Retirement & Benefits, the
Director of that office meets regularly with Division of Treasury staff. The Director and the
Accounting Services Manager have been instrumental in insuring that this coordiated effortis
successful. Treasury staff are responsible for the investment ofthose funds, so a close working
relationship between the two departments is necessary.
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The Deputy Commissioner is the chief administrator for ASPIB. Coordination of staff, agenda presentation,
and communication flows through that office.

The Department of Revenue staff are extremely pleased to be working for ASPIB. The Board has had to
assimilate a tremendous amount of information in a short time. They are deeply committed to protecting the
funding status and maintaining a strong portfolio of investments. It is indeed a pleasure to work for them.

W:D A

Robert D. Staorer
Acting Commissioner
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ALASKA STATE PENSION INVESTMENT BOARD

William A. Corbus Gail R. Schubert Gary M. Bader Ross A. Kinney

Chair Vice Chair PERS representative Appointed by the Governor
Appointed by the Governor Appointed by the Governor

Not available

Merritt C. Olson Robert D. Storer  J. P. “Pat” Wellington Dorothy Wells

TRS representative Statutory represantative FERS representalive THS representative

L7
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Acting Commissioner
Rabert D. Starer

Vacant Vacant

ASPIB Liaison Officer Comptroller

STAFF

Chief Investment Officer
Robert D. Storer

Investment Cflicers
Michael &, Cheung, CFA, Marketable Debt
Jeff Hassler, Heal Estate

Cash Management
Vernon B. Voss

Consultants and Performance Measurement

Callan Associates, Inc.
San Francisco, CA

The Townsend Group
Cleveland, OH

Domestic Equity Large Cap

Ark Asset Management Co., Ins,
Naw York, NY

I2S Advisory Group
Minneapolis, MN

Invesco MIM, Inc.
Atlanta, GA

MacKay-Shields Financial Carporation
New York, NY

Newbold's Asset Management, Inc.
Bryn Mawr, PA

Domestic Equity Small Cap
Capital Guardian Trust Co.
Los Angeles, CA
John McStay Investment Counsel
Daflas, TX
Tha Putnam Companies
Boston, MA
RCM Capital Management
San Francisco, CA

Tactical Asset Allocatlon
Wells Fargo Nikko Investment Advisors
San Francisco, CA

Domestic Equity Index
State Street Global Advisors
Boston, MA

Global Equity
Lazard Freres Asset Management
New York, NY
Miller, Anderson & Sherrerd
West Conshohocken, PA

International Equity—EAFE

J. P. Morgan Investment Management, Inc.

London, England

International Equity—Europe
Citibank Global Assst Management
New York, NY

International Equity—Pacific Basin EX Japan
G.T. Capital Management
San Francisco, CA
Wellington Management Co.
Boston, MA

International Equity—Emerging Markets
Capital Guardian Trust Company
Los Angeles, CA
J.P. Morgan Investment Managament
Naw York, NY

Real Estate Management

AETNA Realty Investors
Hartford, CT

Equitable Real Estate Invesiment Management
lrvine, CA

Hancock Realty Investors, Inc,
Boston, MA

JMB Institutional Realty Corporation
Chicago, it

Koll Investment Management
Mewport Beach, CA

JP Morgan Investment Mgmt. Inc.
New York, NY

Sentinel Real Estate Corporation
New York, NY

Domestic Fixed Income
Treasury Investment Officers
Robert Storer Michael Chaung, CFA
John Jenks, CFA  Chris Phillips

Investment Adviscry Council
Mark T. Finn—Dalta Financiai Sarvices, Inc.
Ronald J. Surz—Perfermance Presentation
Consulting Alliance
Robert A. Haugen—UCLA-Irvine

Independant Auditors
KPMG Peat Marwick
Anchorage, AK

Global Master Custodian
State Street Bank & Trust Co.
Baston, MA

Legal Counsel
Wohlforth, Argetsinger, Johnson & Brecht
Anchorage, AK
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After three years of moderate recovery, the U.S.
economy surprised Wall Street experts with a sec-
ond guarter surge of 6.7% in the Gross Domestic
Product (GDP} growth rate. The economy averaged
4% for the year despite a harsh winter and natural
disasters that disrupted the economic performance
in important regions of the country.,

The job picture also improved during fiscal year
1994. An average of over 200,000 new jobs each
month helped lower the nation’s unemployment rate
from 6.7% to 6.0% at the end of the fiscal year.

Most econcmic indicators also reflected strength in
the U.S. economy. On a monthly basis, the Federal
Reserve Board releases the industrial production
index, which measures production by manufactur-
ing, mining, and utility companies. Among these
three components, manufacturing represents roughly
85% ofthe total industriat output. The index reportad
solid growth rates for the year, with the industrial
production capacity utilization rate rising from 81%
to the year-ending level of 83.4%. For example, the
biggest problem for U.S. automobile manutacturers
during the year was the struggle to meet strong
customer demand. Despite a vigorous econamy,
inflation remained subdued. The Producer Price
Index (PP, anindex of prices received by producers
of goods and commodities, provides useful historical
information on price pressures at the production
level. The index finished the year unchanged. An-
other measurement that provides information on
historical inflation is the Censumer Price Index (CPI).
This index measures prices for a fixed basket of
goods and services that consumers regularly buy.
CP1 closed out the year with a small gain of only
2.5%. These benign inflation numbers did not pre-
vent the Federal Reserve Bank from raising interest
rates for the first time in five years.

During the fiscal year, Federal Reserve Chairman
Alan Greenspan continued to stress the need to end
the accommodative monstary policy. Greenspan
cited the Federal Reserve Bank’s mandate to main-
tain price stability and reaffirmed the importance of

taming inflation while it was still manageable. During
the year, officials at the Federal Reserve Bank
noticed the persistent strength of the economy and
its diminishing spare capacity. They believed sus-
tained GDP grawth above 2 5% could generate price
pressures. Officials at the Federal Reserve Bank
considered the 4% average GDP growth rate in
fiscal year 1994 as a catalyst for future inflation.
Historical inflation indicators like PPl and CPl are not
reliable predictors of future inflation. Instead, the
Federal Resetve Bank relies on forward looking
inflation indicators. Chairman Greenspan continued
to stress the importance of these indicators infermu-
lating the Federal Reserve’s monetaty policy.

In his February Humphrey-Hawkins testimony be-
fore the U.S. Congress, Chairman Greenspan ax-
plained that commodity prices and especially the
price of gold are key indicators for future inflation
expectations. During the year, the Knight Ridder
Commodity Research Board Index jumpedfrom 210
to 230, anincrease of 9.5%, reflecting a heightened
concern about future inflation. Additionally, the price
of gold shotup from the $360per 0z. level and closed
out the year at $393 per oz.

The decline of the U.8. dollar in the international
currency market also added incentive for the Fed-
eral Reserve Bank to raise interest rates. In the
second half of fiscal year 1994, the U.S. dollar lost
nearly 10% ofits exchangevalue versusthe Deusiche
Mark and the Japanese Yen. Most experts believe a
weak U.S. dollar will lead to higher importprices and
inflation.

After much speculation, the Reserve Bank raised
the Federal Funds rate by 0.25% in February. By the
end of the fiscal year, it had raised the rate three
more times, This representad an increase of 1,25%
in the Federal Funds rate and caused an upward
shift in short term U.S. Treasury yields.

The Federal Reserve Bank expected the recent
interest rate hikes would curb economic activities
andinflation expectations. Federal Reserve officials
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also hoped to convey the message to investors that
the Federal Reserve Bank is determined to maintain
price stability.

During the year, there were two events that should
counter inflationary pressures. The U.S. Congress
passed the North America Free Trade Agreement
(NAFTA)} during the first half of fiscal year 1994.
NAFTA calls for the dismantling of trade barriers and
tariffs between the United States, Mexico, and
Canada. Anather set of trade barriers may fall if the
participating countries ratify the Uruguay round of
the General Agreement on Trade and Tariffs (GATT).
Qver one hundred countries favor the agreement,
which is also supported by the Clinton Administra-
tion. The U.S. Congrass is expected to vote an

GATT this fall. The lowering of barriers to entry and
transaction costs equates to a tax cut for the export
sector. Eventually, increased productivity and effi-
cient allocation of resources will be achieved. Ult-
mately, free trade means cheaper and better prod-
Ucts for consumers.

The econcmy closed out the year with twa pressing
questions. The first one was “Will the economy
continue its strong growth in fiscal year 19957” The
second question was “Will inflation surge in fiscal
year 19957” Most economists predicted the economy
would maintain the momentum and achieve some
additional growth during the first half of fiscal year
1995,
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Fiscal year 1924 was the first year that the Alaska
State Pension Investment Board {ASPIB} had fidu-
ciary responsibility for the assets of the Teachers’
Retirement System. The Board's role is to provide
responsive and soundinvestment management over-
sight of the TRS Fund.

The Trustees of ASPIB engaged the independent
consulting firm of Callan Associates, Inc. to provide
investmentconsulting services, asset allocation and
performance measurement. Asset allocation is par-
ticularly important because studies have shown that
the allocation decisions account for over 95% of the
returns.

Assel allocation was reviewed at several ASPIB
meelings lastwinter and spring. The Board engaged
in a rigorous study of the expected returns and risk
parameters for each asset class. The Board then
considerad an array of asset mixes to provide the
optimal combination that balanced risk with returns
over the long-term. An important function of the
reviewprocess is acomplete evaluation of the Teach-
ers’ -Retfirement System's liabilities to insure that
expected returns meet future liabilities. At the April
1994 ASPIB mesting, the current asset allocation
pian was adopted, and the Board committed itself to
an annual review of asset allocations.

Investment returns (+2.65%) for the fiscal year were
considerably lower than in recent years, but com-
pared very favorably to other Public Retirement
Funds. Returns for every asset class {Fixed Income,
Domestic Equities, International Equities and Real
Estate) produced higher returns than their appropri-
ate benchmark indices.

The financial markets suffered in response to the
Federali Reserve Bank raising interest rates four
times between February 4, 1994 and May 17, 1994.
The 1.25% increase inshortterm rates by the Federal
Reserve Bank was in response to an accelerating
economy andconcerns that an acceleratingeconomy
would stimulate inflation.

This year marks the second consecutive year that
performance has ranked well above median on a
comparative basis. On a three (+9.29%) and five
(+9.01%) year basis, total fund annualized returns
are comparable to other public funds.

Fixed income

The Teachers’ Retirement System’s {TRS) $1.1
billion of fixed income investments are managed by
staff of the Alaska Department of Revenue, Trea-
sury Division. Although fiscal year 1994 was a diffi-
cult period for fixed income investments, the portfo-
lio outperformed the benchmark, the L.ehman Broth-
ers Government Gofporate Index. TRS' three and
five year returns are excelient on an absolute basis
and when compared to the index.

The conservative investment approach that gener-
ated significant returns in prior years helped shield
the Fund's assets during fiscal year 1924, White the
Fund’s fixed income investments produced a nega-
tive return of 1.35 percent, it did relatively well
compared to a negative 1.45 percent for the index.
The portfolio was structured to reduce the impact of
rising interest rates. At the end of fiscal year 1984,
the portiolio had approximately $4t million in unre-
alized gains. Additionally, the portfolic had a yield to
maturity of 7.02 percentcompared to 5.77 percent at
the end of fiscal year 1993. Fiscal year 1994's fixed
income returns were favorable when measured
against the Lehman Brothers Government Corpo-
rate Index.

The three and five year returns are excellentboth on
an absolute basis and compared to the index. These
results were produced by a strategy designed for
consistent long-term returns with limited risk. The
strategy is based on three key principles.

First, investing is a long-term undertaking. There-
fore, long-term trends, objectives, and risk/return
analysis should guide the process. Short-term op-
portunities or trends may appear but the long-term
focus must not be lost.
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Second, investment effort should be focused where
the long-term risk return relationship is most advan-
lageous. Research, based on data from 1926 to
1993, found that corporate bonds have produced
greater returns with less risk than governmentbonds
of similar maturity. TRS' investments are focusedon
intermediate corporate and government beonds (5 to
12 year maturity) because research has shown that
these bonds have produced supsrior returns with
significantly iess risk than long-term bonds.

Diversification and risk control are the final keys to
the TRS investment portfolio. The corporate bond
investments are restrictedto investmentgrade bonds.
There are no “junk bonds” in the portfolio. TRS will
not purchase mare than 10% of any individual issue
and no individual issuer's debt will comprise more
than 5% of the total portfolio. These and other
restrictions preserve the liquidity of the portfolio and
provida excellent diversification.

Many of the market conditions that helped produce
stellar returns in the prior few years were no longer
apparent in fiscal year 1994. The Lehman Brothers
Government Corporate Index had a negative return
for the first time since fiscal year 1981, Several
national and international economic and market
factors affected the portiolio’s return. The economy’s
strong performance heightened concerns abotit ris-
ing inflation. On February 4th, for the firsttime in five
years, the Federal Reserve Board raised shortterm
interest rates. The fixed income market reacted
negatively to this preemptive move to control infla-
ticn. The market struggled to interpret the rate in-
crease. Had the Federal Reserve acted to head off
future inflationary pressures or was inflation, low at
the time, about to increase? Investors’ psychology
changed rapidly as they demanded higher yields on
long-term fixed income investments. The Federal
Reserve raised short term interest rates three more
times during the spring in an effort to slow growth
and convince the fixed income market that inflation
would notbecome a major problem. Simultaneously,
aslowrecovery in the European economies stopped
the decline of interest rates there, but as interest
rates began to rise in Europe and trade friction with
Japan continued, the dollar lost value. This reduced
the demand for U.S. dollar investments from over-
seas. Inflation concernsincreased because imported
goods would cost more in dollar terms. Negative

investor sentiment was reinforced by the decline in
the dollar exchange rate. The net result was signifi-
cantly higher short- and long-term interest rates.

The improving economy did boost investment re-
turns indirectly. The strong economy helped reduce
the required credit premium on corporate bonds.
Additionally, issuance of new corporate bonds was
down 70 percent from the previous year. As aresult,
corporate bands had better performance than U.S.
Treasury securities with similar maturities. [n fiscal
year 1994 the TRS portfolio continued to enjoy the
higher yield of corporate bonds.

The TRS portfolio had a slightly shorter maturity and
a greater concentration in high grade corporate
bonds than the Lehman Brothers Government Cor-
porate Index. Itis these two characteristics that gave
the portfolic its return advantage over the index.

Equities

The well-diversified investments of the Teachers’
Retirement System’s $924 million domestic equity
and $230 million international equity portfolios are
designed to limit risk from a specific company or
economic region. This is achieved by hiring multiple
equity managers who have a record of accomplish-
ments with specific types of portfolios and man-
dates.

Domestic equity managers are contracted by the
Alaska State Pension Investment Board because of
their expertise in managing specific portfolios such
as domestic equities, growth stocks, andvalue stocks,
Portfolio managementis further subdivided by large
and smatll captitalized companies.

Multiple managers are emplayed to reducs risk in a
given style or mandate. Shouid growth stocks per-
form poorly, for example, another style such as
value stocks or smaller company stocks may well
have greater returns.

The same approach is employed with the interna-
tional equity portfolio. Several external managers
are employed who have regional expertise. This is
exemplified by the Fund's approach to usingmanag-
ars for cur European and Pacific Basin portfolios
who have demonstrated their sKills in these areas.
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The domestic andinternational equity portfolios con-
tinued to benefit from the restructuring of these
respective portfolios in the prior fiscal year. The
domestic equity portfolio returned 3.68% for the year
which compares faverably to the benchmark S & P
500 Index return of 1.24%. Returns for longer peri-
ods also show better performance than the compa-
rable indices. The annualized results for three years
is 10.06% versusindexreturns of 9.27% and 10.65%
for five years versus 10.28%.

International equities provided the highestreturns of
any asset class for the fiscal year. These assets
earnad 24.58% for the year ending June 30, 1994,
These returns exceeded the benchmark EAFE (Eu-
rope, Australia and Far East) Index by over 7.50%.
As was the case far domestic equities, the interna-
tional equity portfolio had returns in excess of the
EAFE Index for longer periods of time, The annual-
ized rate of return for three years is 13.71% versus
11.82% for the benchmark index and 9.33% versus
5.02% for five years.

Quarterly Highlights
Quarter ending September 30, 1993:

Domestic and international equity portfolios had
positive returns for the quarter. The best performing
sectors were utilities and financials, with returns of
7.00% and 6.94%, respectively. The weakesst sec-
tors were consumer staples and raw and intermedi-
ate materials, with returns of 2.88% and negative
1.17%, respectively.

international equity portfolios, the best performing
assetclass for the quarter, were aided by Singapore
(+19.3%), Malaysia (+18.8%), and Italy (+19.5%).
Japan, the largest component of the index, returned
3.5%.

Quarter ending December 31, 1993:

Domestic and intarnational equities continued to
have positive returns with the iatter returning 18.07%
in only three months. In the domestic portfolio,
consumer basics represented the largest sector
weighting with a 9.4% return. As the specter of rising
interest rates loomed, the finance sactor performed
poorly and returned a negative 6.4%.

International equities bansfited fram high raturns in
Hong Kong (+54.9%), Malaysia {+37.9%) and
Singapore (+27.2%). ltaly (-2.7%) and Japan
(-14.3%) and a strengthening dollar inhibited returns
to the international portfolio.

Quarter ending March 31, 1994:

On February 4, 1994, the Federal Reserve Bank
raised interest rates .25% for what would be the first
of four interest rate increases. The event had a
strong effect on the domestic equity portfolio with
returns of a negative 3.31%. Basic industry and the
technology sectors had modestly positive returns
with the rest of the market sectors all contributing
negative returns.

italy (+26.6%), Japan (+16.3%) and several Scandi-
navian countries added positive returns in local
currency terms, but a weakening dollar aided most
European countries. The Fund’s performance suf-
fered by overweighting the Pacific Basin EX-Japan
and retumed a negative 6.12%.

Quarter ending June 30, 1994:

Although the Federal Reserve Bank raised interest
rates three times in the guarter, the domestic equity
portfolio posted modest gains. Large capitalized
stocks as measuredby the S & P 500 Index returned
40% which well outpaced smaller companies as
measured by the Russell 2000 Index {-3.89%).

International equities were the best performing as-
set class for the quarter. The Japanese equity mar-
ketcontinued to be one of the best performing equity
markets (+11.8%). Japanwas followedby Singapore
(+8.3%) and New Zealand (+6.7%). Continental
Europe suffered with ltaly (-4.8%), France (-4.2%}),
and Spain {-33.2%) offering the poorest returns.

Real Estate

The Teachers' Retirement System (TRS) currently
has $69 million invested in real estate equities,
through commingled funds, administered by nation-
ally recognized investment managers. During fiscal
year 1994 thereal estate market continued its steady
improvement.
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The NCREIF Index, a national barometer of com-
mingled fund performance, had positive retums for
the first time in five years, posting a total return of
4.08%. The real estate equities held by the TRS
substantially autperfarmed the NCREIF Index with
an FY 1994 total refurn of 6.67%. This returnis also
a marked improvement over the portfalio’s three
year (-2.56%) and five year (-2.92%) performance
figures.

While the real estate market has enjayed cantinuing
improvement, different property types and geographi-
cal locations have experienced varying degrees of
success. Apartments have outperformed all other
income producing propenty types over the past year.
Nationally, demand has expanded faster than sup-
ply despite an upsurge in home purchases. Apart-
ment construction is increasing as vacancies fall
and construction money becomes more readily avail-
able. While prices in some markets have peaked,
continued institutional and real estate investment
trust appetites for new apartment investments are
continuing to drive values up nationwide.

Market fundamentals for industrial properties have
shown moderate improvement as the economy con-
tinues to expand. As very little construction is ocour-
ring, vacant space remaining from the 1980sis being
slowly reduced. Factors deterringa more rapid growth
inoccupancy include ongoing corporate downsizing,
the continuing effects of defense cuts, and the grow-
ing use of new, less space intensive distribution
technologies. Although current income growth has
been limited, competition for product has revalued
industrial properties upward.

Premium retail properties have experienced upward
price movements in response to retail sales im-
provement and, again, competition for product. The
most desired property types continue to be the upper
tier regional and super-regional malls and so called

“power centers.” Tenants in these centers typically
include stores similar In concept to Wal-Mart, Sam’s
Club, Office Max, and Jo-Ann Fabrics. The upper tier
malls are considered to be the least likely to suffer
from the competition of “power centers” and the
churning in the department store industry, which is
leading to the creation of financially stable, but fewer
chains. Because of the changing retail environment,
institutional investors are extremely selective in their
retail property purchases.

The office market remains saturated because of
extensive over-building duringthe 1980s and corpo-
rate downsizing. Thanks mainly to improving subur-
ban markets and several revitalized urban areas,
investor pessimism is declining. Because there are
massive inventories of vacant space in some mar-
kets, write downs will continue in the office sector.

Real estate investors constantly monitor changes in
the market. Prominentexamples of markets inchange
include: the Mortheast and East, which are in the
initial stages of recovery, although several specific
downtown markets such as Boston, New York, and
Philadelphia remain relatively flat; the Washington,
D.C. area is well into recovery, especially the sub-
urbs; and Mountain States are doing very well with
cities like Las Vegas, Denver, and Phoanix experi-
encing significant population and job growth. The
Southeastis one of the mostpromising regions inthe
United States for employment growth, but the subre-
gion drawing the most attention is the -85 corridor,
which runs from Atlanta northeast to Raleigh-
Durham. Portions of Southern California continue to
face challenging economic conditions.

As the perceived risk of owning real estate declines,
real estate investment trusts, pension funds, indi-
vidual and institutional investors are investing bil-
lions of dollars in the real estate market. The result
has been more competition for quality properties
and escalating prices.
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Marketable Debt Securities
U.5. Government Debt  $451,038

Federal Agency Debt 22,210
Corporate Debt 451,125
Commercial Paper 66,914
Other Dollar Denominated
Securities -

Equlty Securities
Domestic Equity Pool 781,704
International Equity Pool 178,052
Emerging Markets Equity

Pool -

Real Estate
Mortgage loans, net of

Allowance 6813
Real Estate Equity

Investments 91,639

Total Investments $2,049,495

539,308 150,368 202,456 450,630 487,181 20.96%
24,312 - 1,456 22,392 22,856 0.98
505976 104,514 173,491 428,871 436,999 18.80
66,920 433,332 430,635 69,640 69,617 3.00
- 79,909 - 83,824 79,809 3.44
879,400 44 525 - 859,188 923,925 39.76
181,041 39,375 11,268 188,873 208,148 9.00
- 21,255 - 20,700 21,255 0.91
6,813 - 3,080 3,733 3,733 0.16
67.705 4,237 2.545 93,501 69,397 2.99

2,211,475 877,516 824,971 2,221,362 2,324,020 100.00%
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Total Fund
TRS 10.15% | 7.05%| 11.179%4 14.38% | 2.65% || 9.29%| 9.01%
CPi 468%| 4.69%| 3.09% 2.82%] 2.39% | 2.73%| 3.44%
U.S. Common Stock Returns
TRS Domestic Equity 16.50% [ 5.87%] 11.10%] 15.67%| 3.68% [[10.06%| 10.65%
S&F 500 16.41%] 7.41%| 13.45%] 13.58%| 1.24% || 9.27%| 10.28%
International Stock Returns
TRS International Equities 16.28% | -8.63%| 7.87% B.44%|24.58% ({13.71%] 9.33%
Morgan Stanley Capital internt'{ EAFE 3.26% 1-11.53%| -0.64%] 20.28%|17.00% |{11.82%] 5.02%
Domestic Fixed Income
TRS 6.95% | 10,19%| 15.14%] 15.11%| -1.35% || 9.35%| 9.03%
Lehman Brothers
Government/Corporate 7A1% 1 10.21%| 14.17°%] 13.15% ] -1.45% || 8.38%| 8.49%
Real Estate Equity
TRS -6.32% |-12.11%] -6.24% -0.93%| 6.67% || -2.56%] -2.92%
NCREIF Index 1.46% | -6.08%| -4.60% -3.66%| 4.08% || -2.19%| -.46%
CPI = Consumer Price Index
S8&P 500 = Standard & Poor's Domestic Equity Stock Index
EAFE = Europe, Australia, and Far East Stock Index
NCREIF = National Council of Real Estate Investment Fiduciaries
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Investment Advisors

Dorn, Helliesen & Cottle $15,834
Callan Associates, Inc. 2,926
Investment Advisory Council 41,110

Performance Measuremsent
Callan Associates, Inc. 56,090

Real Estate Consultants

The Townsend Group 8,463
Domestic Equity Managers
Ark Asset Management Co., Inc. 471,956
Capital Guardian Trust Co. 108,769
IDS Advisory Group 247,487
Invesco MIM, Inc. 264,539
John McStay lnvestment Counsel 249,912
MacKay-Shields Financial Corp. 91,718
Newbold’s Asset Management, inc. 123,747
The Putnam Companies 248,131
RCM Capital Management 241,476
State Street Global Asset Management 90,211
Tactical Asset Allocation Managers
Wells Fargo Nikko Investment Advisors 335,195
Global Equity Managers
Lazard Freres Asset Management 229,371
Miller, Anderson & Sherrerd 423,287
International Equity Managers
Citibank Global Asset Management 142,987
G.T. Capital Management 172,136
J.P. Morgan Investment Management, Inc. 226,800
Wellington Management Co. __ 184,448
Total $3,956,591
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1984 8,259 1,764 509 914 11,446
1985 8,684 2,022 335 1,093 12,134
1986 8,824 2,098 481 869 12,272
1987 7,797 2,376 777 1,628 12,479
1988 8218 2,972 408 238 12,536
1989 8,527 3,098 508 243 13,076
1980 8,686 3,184 816 885 13,5671
1991 8,903 3,544 645 1,003 14,095
1982 9,238 3,602 710 1,067 14,607
1993 9,459 3,81 823 1,013 15,188

1984 1,764 63.17 $ 1,316
1985 2,022 82.75 1,534
1986 2,098 63.18 1,542
1987 2,376 62.83 1,659
1988 2,872 61.41 1,770
1989 3,098 61.85 1,812
1990 3,184 62.45 1,853
1991 3,544 61.64 1,930
1882 3,602 61.97 2,000
1983 3,81 62.47 1,976
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$1 -% 300 47 32 15 - 38 5 4 -
301 - 800 167 136 31 - 137 20 7 3
601 - 800 242 204 37 1 206 27 5 4
901 - 1200 317 295 19 3 268 30 i5 4
1201 - 1500 378 358 15 2 341 25 10 -
1501 - 1800 542 520 15 7 493 33 16 -
1801 - 2100 592 568 9 15 529 44 18 1
2101 - 2400 526 502 5 19 471 41 12 2
2401 - 2700 377 359 3 15 340 32 5 -
2701 - 3000 254 244 1 8 235 15 2 2
over 3000 451 417 11 23 407 36 5 3

Typa of Retiramant

1 - Normal retiremant Option 1 - Whole Life Annuity
2 - Survivor payment Option 2 - 75% Jeint and Survivor Annuity
3 - Uisability retirement Option 3 - 50% Jaint and Survivor Annuity

Option 4 - 66-2/3% Joint and Surviver Annuity

Period 7/1/92 - 6/30/93:

Average Monthly Benefit® $ 408 $1,002 | $1,015| $1,561 $2,258 | $3,090| $3,043
Number of Active Retirants 7 17 23 g 62 37 10
Period 7/1/91 - 6/30/92:

Average Monthly Benefit $819 $1,205 | 81,941 $2,256 $2,290 | $3,159| $3,9230
Number of Active Retirants 4 27 25 17 28 8 1
Period 7/1/90 - 6/30/91:

Average Momhly Benefit $ 949 $1,003 $1,689 $2,085 $2,5401 $2,944| %4173
Number of Active Retirants 14 53 95 165 160 37 5
Period 7/1/89 - 6/30/90;

Average Monthly Benefit $1,161 $1,215 | $1,651| $2,295 $2,304 | $3,852| $3,733
Number of Active Retirants 6 36 33 70 55 1) 2
Period 7/1/88 - 6/30/89:

Average Monthly Benefit $1,174 | $1,327 | $1,491| $2249 | $2312| $2817| $ -
Number of Active Retirants 3 33 33 61 68 3 -

*“Average Monthly Benafit’ included post-retirement pension adjustments and cost-of-living increases.
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TEACHERS' RETIREMENT SYSTEM
10-YEAR COMPARISON OF VALUATION ASSETS AND ACCRUED LIABILITIES
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TEACHERS' RETIREMENT SYSTEM
10-YEAR BREAKDOWN OF REVENUES BY SOURCE
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TEACHERS' RETIREMENT SYSTEM
10-YEAR BREAKDOWN OF EXPENSES BY TYPE
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TEACHERS' RETIREMENT SYSTEM
INVESTMENT PORTFOLIO
Year Ended June 30, 1994

Real Estate Equities 2.99% L0an and Mortgages 0.16%
e United States Government Debt 20.96%

e

International Equity Pool 9.00%

4 Federal Agency Debt 0.98%

Corporate Bond, Notes,

Domestic Equity Pool ¥ and Debentures

39.76% 18.80%
i B Commercial Paper 3.00%
Emerging Markets Equities 0.91% Other Dollar Demoninated
Securites 3.44%
TEACHERS' RETIREMENT SYSTEM
10-YEAR COMPARISON OF ACTIVES AND RETIREES

10,000

9,000

8,000

7,000 1

6,000 ]

5,000

4,000

3,000

2,000
1,000

1985 1986 1987 1988 1889 1980 1991 1982 1993 1994
B Actives @3 Retired
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Employer Contribution Percentage

Adak Region School District 12.00%
Alaska Department of Education

Alaska Gateway School District

Ailaska, University of

Alaska Geophysical Institute, University of
Alaska State Legislature

Aleutian Region School District

Aleutians East Borough School District
Anchorage School District

Annette Island School District

mTrWw

Bering Strait School District
Bristol Bay Borough School District

ZOm

Chatham School District
Chugach School District
Copper River School District
Cordova Public Schools
Craig City Schoot District

| . -

Delta-Greely Schoaol District
Denali Borough School District
Cillingham City School District

Fairbanks North Star Borough School District

OIITmMm<Qor uoEZm

Galena City School District -

Haines Borough School District
Hoonah City School District
Hydaburg School District

iditarod Area School District
Juneau School District, City and Borough of

Kake City School District

Kashunamuit School District

Kenai Peninsula Borough School District
Ketchikan Gateway Borough School District
Klawock City Schoo! District

Kodiak Island Borough School District
Kuspuk Schooi District
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Employer (continued) Contribution Percentage

Lake and Peninsula School District 12.00%
Lower Kuskokwim School District
Lower Yukon School District

Matanuska-Susitna Borough School District

National Education Association - Alaska
Nenana Public Schools

Nome Public School

North Slope Borough School District
Northwest Arctic Borough School District

mz >

Pelican Schoaol District
Petersburg Public Schools
Pribilof School District

Do

Saint Mary's School District

Sitka School District

Skagway City School District
Southeast Island School District
Southeast Regional Resource Center
Southwest Region Schools

Special Education Service Agency

(el ™

Tanana City School District

Linalaska Schooi District

GImM<QOrw=m

Valdez City Schools
Wrangell Public Schools

Yakutat City School District
Yukon Flats School District
Yukon-Koyukuk School District
Yupiit School District
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Plan Summary

On July 1, 1955, the Alaska State Legislature established the Teachers’ Retirement System (TRS).
Chapter 87, 1920 Session Laws of Alaska, created a two-tier retirement system. Members who were
first hired under the TRS before July 1, 1990, are eligible for different benefits than members hired after
June-30, 1980, The Commissioner of the Department of Administration is responsible for administering
the System. The Teachers' Retirement Board prescribes policies and regulations and performs other
activities necessary to carry out the provisions of the System. The Alaska State Pension Investment
Board is responsible for managing and investing TRS funds. The Attorney Gensral represents the

system in legal proceedings.

Employers

There are 61 employers patticipating in TRS.
Members |

TRS membership is mandatory for:

a. Full-time and part-time teachers,
school nurses, and other employees in
positions requiring teaching certifi-
cates;

b. The Commissioner and certificated su-
pervisors employed by the Alaska
Department of Education in perma-
nent positions requiring teaching cer-
tificates;

c.  University of Alaska full-time and part-
time teachers, and full-time adminis-
trative employees in positions requir-
ing academic standing (employees
participating in the University of
Alaska’s Optional Retirement Plan are
not covered by the TRS); and

d. Membersonapproved sabbatical leave
under AS 14.20.310.

Credited Service

Members receive one year of credit if they work at
least 172 days during a school year. Members
working less than 172 days receive fractional
creditbased on the number of days worked. Part-
time members receive half-time credit for each
day worked.

Members may claim other types of service, includ-
ing outside teaching, military, Alaska Bureau of
Indian Affairs, Alaska Territory, elected official,
leave of absence without pay, unused sick leave,
and service that was not creditable at the time it
was performed.

Members receiving TRS disability benefits con-
tinue to earn TRS credit while disabled.

Employer Contributions

TRS employers contribute the amount required, in
addition to members’ contributions, to fund TRS
benefits. '
Member Contributions

Members are required to contribute 8.65% of their
base salary. Members’ contributions are deducted

from gross wages before federal income taxes are
withheld. Members hired before July 1, 1982, who

{Continued)
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participate in the supplemental contributions pro-
vision are required to contribute an additional 1%
of thelr base salary (see Death Benefit below).
Member contributions are required for most types
of claimed service. Members’ contributions earn
4.5% interest, compounded annually on June 30.

Terminated members may receive refunds of their
member contribution accounts, which includes
their mandatory contributions, indebtedness pay-
ments, and interest earned. Terminated mem-
bers’ accounts may be attached to satisfy claims
under Alaska Statute 09.38.065, federal income
tax levies and valid qualified domestic relations
orders.

Refunded accounts and the corresponding TRS
service may be reinstated upon reemployment in
the TRS. Accounts attached to satisfy claims
under Alaska Statute 09.38.065 or a federal tax
levy may be reinstated at any time. Interest ac-
crues on refunds until they are paid in full or the
member retires,

Retirement Benefit

The normal benefit is calculated by multiplying the
member’s average base salary (ABS) times total
TRS service times the appropriate percentage
multiplier. The ABS is determined by averaging
the three highest, annual base salaries. The TRS
pays a minimum benefit of $25.00 per month for
eachyear of service when the calculated benefitis
fess.

The percentage multipliers are 2% for the first 20
years of service and 2.5% for all remaining ser-
vice, except that service before July 1, 1990 is
calculated at 2%.

Members are eligible for normal retirement at age
60 and early retirement at age 55 (if first hired

before July 1, 1990, normal retirement is age 55
and early retirementis age 50}). Toretire members
must have:

a. Eight years of membership service;

b. 15 years of TRS service, if the |ast five
years are membership service and the
member was first hired before Juiy 1,
1975;

¢. Five years of membership service and
three years of Alaska Bureau of Indian
Affairs (BIA) service;

d. 12 school years inh each of which the
member earned either part-time or full-
time membership service; or

e. Two years of membership service i
the member is vested in the Public
Employees’ Retirement System.

Members may also retire at any age with:

a. 2byears of service if the last five years
are membership service;

b. 20 years of membership service;

¢. 20yearsofcombined membership and
Alaska BiA service ifthe last five years
are membership service; or

d. 20 years of combined part-time and
full-time membership service.

Members may choose between the normal, early,
and joint and survivor (50%, 66-2/3% or 75%)
options. Actuarial reductions to benefits are
required under all aptions, except for normal re-
tirement.

(Continued)}
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Retirement benefits will be actuarially reduced
whenthereis anindebtedness remaining atretire-
ment. However, TRS service used to satisfy the
minimum setvice requirements for retirement must
be paid in full.

Reemployment of Retired Member

Rstirement banefits are suspended while retired
members are reemployed under the TRS. During
reemployment, members earn additional TRS ser-
vice and contributions are withheld fram their
wages.

Members who retire under the Retirament Incen-
tive Programs (RIPs) who return to employment
under the TRS, Public Employees' Retirement
System (PERS), or the University of Alaska's
Optional Retirement Plan will:

a. Forfeit the three years of incentive
credits that they received.

b. Owethe TRS 110% aof the benefits that
they received under the RIP, including
any costs for health insurance, and
excluding amounts that they paid to
participate.

c. Be charged 7% interest on amounts
owed from the date of reemployment
until the indebtedness is paid in full or
they retire again. Any balance re-
maining at retirement will resuit in an
actuarial reduction to the member's
future benefits.

Disability Benefit

TRS disability benefits are paid until the member
dies, recovers or becomes ellgible for normal
retirement. Disabled members continue to earn
TRES service until their normal retirement date.

When sligible for normal retirement, disability ben-
efits terminate and the member is appointed to
normal retirement.

Monthly benefits are equal to 50% of the member's
base salary on the date of disability. An additional
10% is paid for each dependent child up to a
maximum of 40%.

Death Benefit

When a member dies, benefits are payable under
the occupational or nonoccupational death provi-
sions, unless a survivor's allowance or spouse’s
pension is payable under the supplemental contri-
butions provision,

Oceupational Death. When an active member dies
from occupational causes, a monthly survivor's
pension may be paid to the spouse. The pension
equals 40% of the member's gross monthly com-
pensation on the date of death or disability, if
earlier. It there is no spouse, the pensionis paid to
the member's dependent children. On the
member's normal retirement date, the benefit can-
verts to a normal retirement benefit based on the
member’s average salary on the date of death or
disahility and service including service that ac-
crues from the date of the member's death or
disahility to the normal retirement date.

Nonoccupational Death. When an active, vested
member dies from noncccupational causes, the
surviving spouse may elect to receive a monthly
50% joint and survivor benefit or a lump sum
payment. The monthly benefitis calculated on the
member’s average salary and TRS service at the
time of death.

Upon the death of a member who has less than one
year of service, the designated beneficiary re-
ceives the member's contribution account, which

{Continued}
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includes mandatory contributions, indebtedness
payments, and interest earned. The beneficiary
also receives $1,000, plus $100 for each year of
membership service (not to exceed $3,000), if the
member has more than one year of TRS service,
but less than eight years. An additional $500 may
be payable if the memberis survived by dependent
chitdren.

Death After Retirement. When a retired member
dies, the designated beneficiary receives the
member’s contribution account, less any benefits
already paid. If the member selected a survivor
option at retirement, the eligible spouse receives a
continuing lifetime manthly benefit. If benefits are
payable under the supplemental contributions pro-
vigion, the eligible spouse or dependent children
will receive a spouse’s pension or survivor's al-
lowance.

Supplemental Contributions Provisions. A
survivor’s allowance or spouse’s pension is pay-
able when a member dies while {a) in active
service or disabled after making supplemental
contributions for at least one year, or (b) retired or
deferred vested after making supplemental contri-
butions for at least five years,

If a member has dependent children, a survivar's
allowance equal to 35% of the member's base
salary at the time of death or disability will be paid
the spouse. An additional 10% is paid for each
dependent child up to a maximum of 40%. The
survivor's allowance ceases and a spouse’s pen-
sion becomes payable when there is no longer an
eligible depandent child.

A spouse’s pension will be paid to the spouse if
there are no dependent children. The pension
equals 50% ofthe retirementbenefitthat the mem-
ber was receiving or would have received if retired

atthe time of death. The pension ceases whenthe
spouse dies.

Post Retirement Pension Adjustment

Past retirement pension adjustments (PRPAs) are
granted annually to eligible benefit recipients when
the consumer price index (CPI) increases during
the preceding calendar year. PRPAs are calcu-
lated by multiplying the recipient’s base benefit,
including past PRPAs, times:

a.  75%ofthe CPlincrease in the preced-
ing calendar year or 9%, whichever is
less, ifthe recipientis atleastage 65 or
on TRS disability, or

b.  50% of the CPlincrease in the preced-
ing calendar year or 6%, whichever is
less, if the recipient is at least age 60,
or under age 60 if the recipient has
been receiving benefits for atieast eight
years.

Alaska Cost of Living Allowance

Eligible benefit recipients who reside in Alaska
receive the Alaska Cost of Living Allowance
(COLA), which is equal to 10% of their base
benefits. The following bensfit recipients are eli-
gible:

a. Members who were first hired under
the TRS before July 1, 1990, and their
survivors;

b. Members who were first hired under
the TRS after June 30, 1990, and their
survivors if they are at least age 85;
and

c. All disabled members.
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